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SUMMARY 


Crises are the cause of a revision of values, and it is only natural that a crisis of excep- 
tional range, such as that of the world war, should have led to a critical revision of the 
basic notions of economic science and, among these, of the notion of national income. 
This was all the more advisable in this phase of the post-war period in which hopes are 
expressed on all sides, and are in part given effect, that international collaboration be 
established, a collaboration which calls for the comparison of economic strengths, and 
availabilities, and needs. But even before it was required for practical purposes, this 
revision was needed for theoretical reasons. To this re-appraisal Prof. Corrado Gini 
contributes his study ” The Content and Use of Estimates of the National Income”. 

The conclusion to which the Author comes is that national income is a notion that has 
arisen and has developed in relation to normal situations; it entails hypotheses that no 
longer hold good under abnormal conditions, hypotheses that, even under normal 
conditions, only justify comparisons limited in time and still more limited in space. In 
particular, under normal conditions, the estimates of the national dividend and of net 
national production, may be considered as practically coinciding, while under abnormal 
conditions they may vary substantially. 

In the course of the discussion the Author offers a consistent solution for the more 
important among the many questions that the estimation of income raises, and on the 
other hand throws light on the disturbing influence that the imperfection, to some 
extent inevitable, of these estimates exercise on international comparison and on those 
instituted between different periods of time, generally exaggerating the territorial and 
historical differences that really exist. In particular, he illustrates the practical bearing 
that a less correct solution of some apparently only theoretical questions may have for 
some countries — and more especially for Italy — in view of the international regulations 
still pending which affect them and therefore of the co-operation that may be looked for 
from them. 

These imperfections should not prevent comparisons being made in space and time, 
but in making them they should be taken clearly into account and should be conscient- 
iously pointed out, while the endeavours of the man of science should be directed to 
reducing them to the fullest extent possible, gradually bringing the estimates of income 
nearer to that which is their theoretical content by taking into ever greater and ever 
better account those factors which have hitherto been neglected. 


In his article ” A Critical Examination of the Italian Tax System” Prof. Cesare 
Cosciani gives a brief outline of the system now in force and illustrates and discusses 
the fundamental deficiencies he finds in it. 1) The Italian tax sistem is based essentially 
on objective taxes, rather than on personal taxes and therefore not only does it cut into 
production more markedly, thus helping to raise costs, but it does not allow of taking 


into account marginal cases of tax-payers who, though receiving the same income as 
others, yet have a lower tax-paying capacity. The Italian system should be brought 
into line with the progress made in the modern systems of other countries, which have 





passed in the course of time from the taxation of gross income first to the objective 


taxation of average income, and then to personal taxation. 2) A second drawback 
consists in the insufficient progressive character of the taxes due both to the notable weight 
of indirect regressive taxes, and to the scanty weight of progressive personal taxation. 3) 
The third defect consists in an irrational qualitative discrimination of incomes and to 
defective systems of assessment. 

The considerations made by the Author and his proposal are of present interest as 
they come within the movement for a fiscal reform now being studied by an ad hoc 
Ministerial Committee. 


In the first quarter of 1948 the Italian Government issued measures of notable 
interest for the stock-market, regulating foreign investments, the revaluation of the 
capital of companies for monetary adjustment, the alleviation of certain taxes on dividends. 
These new measures are an important — if not conclusive — link in the work of revising 
the restrictions and fiscal burdens that had been accumulating in Italy during the period 
of war economy on investments in share-securities. 

Dr. Guglielmo Mancini’s article ” Aspects and Problems of the Italian Stock Market” 
offers an exhaustive survey of the complicated vicissitudes of this legislation in the last 
ten years, of the corresponding reaction of the Italian stock-market, and of their inter- 
play and calls attention to the characteristic features of the present situation which, 
after the exceptional ups and downs of the quotations in 1947, is still in a phase of 
expectation and uncertainty. 


On the strength of the results of a recent statistical enquiry, Dr. Emanuele Rienzi 
in his article "The Participation of Foreign Capital in Italian Joint-Stock Companies at 
the Outbreak of the Second World War” summarises the more significant data relating 
to the amount and distribution by countries of foreign investments in the several branches 
of Italian economy. 
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The Content and Use of Estimates of the National Income 


by 
CORRADO GINI 


1. Distinction between the notion of net production and the notion of national income or revenue or 
dividend. - 2. Static goods and dynamic goods. Rational goods and goods of affection. Internal goods 
and external goods. Content of the notion of income. Income, happiness, and welfare of the population. 
- 3. Income is estimated gross of its psychic cost as represented by the quantity and laboriousness of the 
work. - 4. Goods or services that evade the determination of income because they are not divisible: 
goods or services that are strictly personal, or super-abundant, or of widespread utility. - 5. The diverse 
importance that such goods or services acquire in the different countries and at different times. Their 
exclusion tends to exaggerate the territorial and historical differences of income. - 6. Divisible and 
therefore exchangeable goods or services which are not taken into account in estimating income as 
they are not actually exchanged. - 7. They accentuate the difficulty in drawing comparisons of incomes 
in space and time and contribute to exaggerate the real variations. - 8. Receipts which do not correspond 
to increase of goods or to a prestation of services, and their diverse importance in space and time. - 
9. Need of deducting from the national income subsistence costs and those of the professional education 
and training of the population as being costs of production. - 10. Need of deducting from national income 
those public expenditures that are in the nature of production costs. - 11. Need of taking into account 
gains and losses independent of productive activity. - 12. The definition of national income or dividend 
which is thus reached. Its concurrence with the notion of the income of a business concern and with that 
guiding the action of the Treasury. - 13. Where it cifjers from the current notion of income. - 14. Nations, 
like commercial companies, must reconstitute their capital before they can talk of a dividend. - 15. Dif- 
ference between commercial companies and nations: impossibility for the latter to make a substantial 
reduction of their capital. - 16 Actual income and expected income. Maintenance of capital and mainten- 
ance of income. - 17. Practical coincidence of income with net production in normal times and their 
substantial divergence in abnormal times. - 18. Use of the data on net production in normal times and 
in abnormal times. - 19. Limitative notions of income: the materialistic notion; the functionalist notion; 
the notion of ’’ pure’’ income, - 20. The duplication implicit in the current notion of income. It cor- 
responds, however, to human psychology, - 21. Such duplication contributes also to give an optimistic 
impression of the dynamics of income. - 22. Consequences of the inclusion of human capital in the 
notion of wealth. - 23. Difficulties which arise, when drawing comparisons in time and space, from the 
imperfect elimination of variations in the purchasing power of money. This is another factor tending to 
exaggerate differences in income considered in space and time. - 24. Of income as a means of measuring 
the capacity of a nation to make payments. - 25. Of income or production as a means of measuring the 
volume of exchanges, the volume of demand or purchasing power of a country and its capacity to repair 
losses suffered. - 26. Summary of the results reached. - 27. Conclusion: National income is a notion 
that has arisen in relation to normal situations, its estimate implies hypotheses which do not hold good 
in abnormal situations, and which, even under normal conditions, only authorise comparisons limited 
in time and yet more limited in space. 


1. - The more complex nature of the ques- 
tions involved in the notion of income as com- 
pared to those involved in the notion of wealth 
is already shown by their respective denomin- 
ations, While it is only in some languages 
that the word ” wealth” (1) has a synonym 
in the word ” fortune ”’—which indeed sum- 
mons up the same mental reactions—the words 
“national income”, ” national dividend ”, 


(1) The words *’ patrimony *’ and *’ capital ’’ have origin- 
ally a more restricted meaning than "’ wealth ’’, and they are 


only used as synonyms of °’ wealth ’’ as the result of a formal 
extension, 


” national revenue” or ” net production” are 
used as alternatives. 

It may however be said that the three ex- 
pressions ” revenue”, ” dividend” and ” in- 
come” only represent the three stages in the 
same economic process: the production, distri- 
bution, and consumption of wealth. But in 
the course of that process subterranean cur- 
rents sometimes come into play as a result of 
which the importance of its bearing is not the 
same at all its stages. On the other hand, the 
notion of net production differs from those of 
income, dividend, and revenue in one funda- 
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mental respect, as the former implies an ele- 
ment of will which is absent from the latter. 
A proof of this is offered by the fact that we 
speak of ” unearned income” meaning an in- 
come which is not produced. And though it is 
true that we often mean by the expression an 
” income not earned by the recipient but by oth- 
ers”, still there are certainly some incomes that 
are not earned by anyone. The theory, indeed, 
that all income is produced by labour, however 
attractive it may be found, is not in keeping 
with facts, as I have had occasion to point out 
elsewhere (2). 

In the following pages we shall keep to the 
objective notion of income, discussing further 
on the difference it presents when compared 
to the notion of net production. 


2. - Income is currently defined as ” a flow 
of goods ”’ in opposition to the notion of wealth, 
defined as a ” fund of goods”. Wealth is 
thus compared to a basin in which the current 
of income enters. This notion corresponds to 
the literal meaning of the world ” income”. 

Not all the component parts of income give 
rise, however, to an increase of wealth. Per- 
sonal services (3) in general, unless we include 
human capital as part of wealth or, should we 
include it, superfluous personal services, make 
no increase in wealth; the word ” income” 
must therefore be understood in a broad sense, 
not in that of a material entry, but in that of 
the reception of a utility, 

The distinction drawn between ” static 
goods” and ” dynamic goods” comes nearer 
to the truth. Static goods consist of objects 
we desire, or in their qualities, such as a piece 
of land, or a house, or personal beauty or the 
beauty of a landscape. Dynamic goods consist 


(2) See the article Produzione e distribuzione delle materie 
prime, in "’ Rivista di Politica Economica ’’, November, 1947. 

(3) Here and elsewhere, unless expressly stated otherwise, 
** personal services ’’ refer to services rendered *’ to persons ”’ 
(not services rendered *’ by persons’) as distinguished from 
** real services ’’ rendered to other goods, whether animate or 
inanimate. Thus the services of a nurse or the utility obtained 
from a dwelling are personal services; the services of a bricklayer 
or the utility obtained from a factory building are real services. 
Among personal services, as among real services, a distinction is 
drawn between "’ human "’ and *’ not human "’ services depend- 
ing on whether they are rendered by persons or by other agents 
or objects. 


in events we desire; some of these determine 
quantitative increases of static goods or the 
modification of their more or less permanent 
qualities,’ increases or modifications represent- 
ing an increase of wealth, while the utility of 
others dies out like a will-o’-the-wisp leaving 
no appreciable traces behind. 

Now, wealth consists of static, income of 
dynamic goods. 

Not all the static or dynamic goods that 
individuals desire can, however, be classified 
respectively under the headings of wealth or 
income. There are some goods or events that 
we desire rationally in view of their future 
utility, and others again that are desired by 
attraction or affection, although they may be- 
come useless or harmful. The former are goods 
that appeal to the reason (rational), the latter 
goods that appeal to the emotions (goods of 
affection). Objects or events desired as a result 
of prejudices, or passions, or morbid tendencies, 
which do not contribute to and often run count- 
er to our happiness, should therefore be class- 
ified neither as wealth nor as income. 

The original purpose of the inquiries into 
both wealth and income was indeed to increase 
the happiness of the populations. This pur- 
pose is explicitly mentioned in the earliest dis- 
quisitions on the subject. If no trace of this 
purpose is found in modern discussions on the 
topic it is because, as a matter of fact, income 
and happiness are far from coinciding. Hap- 
piness indeed depends not only on external or, 
in a certain sense, physical factors, to which, 
obviously, we refer when talking of income, 
dividend, and revenue, but also and above all 
on internal factors, such as health, self-assur- 
ance, nervous balance, a clear conscience, and 
so forth, which it would be useless to try to 
measure. We can note every day people who 
enjoy plenty and are unhappy, so unhappy that 
they sometimes take their own lives, and it is 
among the higher and not among the lower 
classes that suicides are most frequent. Income 
or dividend or revenue therefore does not consist 
in all dynamic rational goods but only in those 
dynamic rational goods that we may describe 
as external to our ego, and we cannot expect 
from it a measure of happiness, but only of 
the contribution that the said dynamic external 
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rational goods give to happiness and that usual- 
ly is called welfare (4). 


3. - Before proceeding further a preliminary 

uestion must be solved. 

Should the contribution made by external 
rational dynamic goods to our happiness be es- 
timated gross of or net of the effort they cost? 
And therefore, in drawing a comparison be- 
tween incomes in various times and various 
countries, should we or should we not leave out 
of account the varying amount and laborious- 
ness of the work they entail ? 

The question is evidently one of definition, 
and the best we can do in such cases is to depart 
as little as possible from current terminology. 

Primitive man in the tropics whose only 
work is to pick the fruit hanging from the trees 
or to draw in his nets from the river full of 
fish, is probably happier than his brother hired 
by the white entrepreneur to do hard work in 
the mines, but no one would say that he has a 
higher income. When, after the other world 
war, the length of the working day was re- 
duced to eight hours, probably the happiness 
of the workers was increased—or their unhap- 
piness reduced—although the result was a more 
or less marked decline in production. We say 
in such cases that net income and net produc- 
tion have declined. Indeed when we speak of 
net production or net income we mean net of 
their material cost, and not net of their psy- 
chic cost, represented by the amount and labor- 
iousness of the work entailed. 

We shall therefore say that income meas- 
ures the contribution made by external rational 
dynamic goods to our happiness gross of the 
psychic cost of the work involved in their pro- 
duction. And here there is another circum- 
stance—in addition to that above mentioned— 
which makes it impossible to trace back hap- 


(4) The distinctions drawn between static and dynamic, 
rational and affective, external and internal goods, are dealt 
with more fully in the articles that appeared in « Giornale de- 
gli Economisti e Annali di Economia », Obbiezioni economiche 
alle valutazioni della ricchezza nazionale (March-April, 1946) 
and Significato economico delle valutazioni della ricchezza na- 
sionale (Ibidem, May-June, 1946). A French edition appeared 
in the « Revue de l'Institut Intern. de Statistique », 1945, under 
the title Sur les fondements des évaluations de la richesse natio- 
male. A Spanish translation appeared in *’ Trimestre Econo- 
mico ", Mexico, October-December, 1947, under the title Fun- 
damentos de las valuaciones de la riqueza nacional, 
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piness to income, whether in the case of an 
individual or of a population. 


4. - We must however now enquire wheth- 
er and to what extent income or dividend or re- 
venue is able to measure this contribution. As 
a matter of fact the very notion explicitly ex- 
pressed by the word ” dividend” implies that 
the goods coming under that heading are also 
divisible, if not actually divided, among the 
recipients of incomes. 

Now in some cases this does not occur for 
several reasons: 


(1) First of all, because the goods in 
question are strictly personal. Just the other 
day, reading an opening address to a course 
of statistics, I met with a phrase of Lord Bal- 
four’s evidently intended as a gibe at statistics. 
The three greatest things in the world—he said 
—love, beauty and happiness, are utterly in- 
capable of measurement. The statement is true 
of happiness, not only because it depends large- 
ly, as we have said, on internal factors, but also 
because it is the unit of measurement of our 
goods, and one cannot measure one’s unit of 
measurement. In the case of beauty and love 
(even if the latter be understood not in the 
sense of sexual relations but in that of the lof- 
tiest kind of affection) it is not well founded. 
Every day we see a price placed on the beauty 
of a picture, a piece of furniture, a house, a 
person; and we see expenses incurred to win 
the affection of persons whom, disinterestedly 
or otherwise, we wish to please, and, as, gener- 
ally speaking, the price one is willing to pay 
for the various forms of beauty and of affection 
is not unlimited, it follows that love and beauty 
can be measured. 

Love and beauty, indeed, and no less than 
love and beauty so also esteem, honor, prestige, 
glory may be considered fundamentally as ex- 
ternal goods, that is determined by factors ex- 
ternal to our ego and therefore comparable to 
other external goods, and consequently apprais- 
ed; but between beauty, on one side, and those 
other goods on the other, there is a difference. 
A beautiful painting is beautiful, if not for all, 
at least for many persons and, having acquired 
it, we can give it to other people, so that of 
the value of its acquisition account may be 
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taken in estimating our income. The affection 
of a person, on the contrary, and, like affec- 
tion, esteem, honor, prestige, glory are strictly 
personal and as such are not susceptible of ces- 
sion or division, so that we can acquire them, 
but not give them to others. Nevertheless they 
are of such importance to many persons as to 
induce them to sacrifice their means, their peace 
of mind, and sometimes their very life for them. 

Even without thinking of exceptional situa- 
tions, we all know that if a person finds him- 
self well-off in a given position, that does not 
depend only on his salary but also on the con- 
sideration in which he is held by colleagues and 
superiors, on the affection that surrounds him, 
on the prestige the position confers on him, and 
this is often so important as to induce him to 
renounce positions that would assure him a 
much higher salary. 

Strictly personal are also the satisfactions af- 
forded by objects associated with our daily habits 
or with the memory of past pleasures or affec- 
tions which tie many of us, and all the mem- 
bers of many primitive populations, to the 
places in which one was born or grew up. 

We do not deny that according to the psy- 
chological inclinations of the different popula- 
tions the various forms of satisfaction above 
considered may acquire more or less import- 
ance (this is more especially the case when con- 
sidering the importance love acquires for the 
happiness of their members) and in this res- 
pect happiness depends on internal and not on 
external factors. ‘But it. must also be admitted 
that the external factors, whose contributions 
we try to measure in terms of income, have 
decisive importance. 

No less important ‘than the satisfaations 
above mentioned are the more strictly personal 
ones arising from the education of the con- 
suming apparatus of man. Theoretically, we 
may distinguish in ” economic man” a pro- 
ducing apparatus and a consuming apparatus. 
The purpose of education is to confer on both 
the highest degree of efficiency attainable with 
available means. 

Now the efficiency of the producing appa- 
ratus is inferred in practice in modern society 
from a man’s aptitude to earn; not only it can 
be estimated on the basis of costs or on that of 
yield, but his services may also be hired so that 


they come to be part of the income, and preci- 
sely the part known as the income obtained 
from work. The efficiency of the consuming 
apparatus is inferred on the other hand from 
our aptitude to enjoy the good things of life, 
or in other words from the degree of refine- 
ment of our intellect and of our senses. Artis. 
tic and musical education, good taste, general 
culture, humanistic, historical and philosophical 
studies, a knowledge of games and sports, of 
the rules of behaviour of the society in which 
we live, or of those with which we are in touch, 
all increase the efficiency of the consuming 
apparatus; in many countries a large part of a 
girl’s education is devoted to acquiring such 
aptitudes and no small part of that of a boy. 
Many of the most desirable satisfactions of life 
are derived from them. Here again it is pos 
sible to estimate the degree of efficiency, at 
least on the basis of its cost; but the satisfactions 
it procures cannot be ceded or divided, and 
they therefore do not form part of the national 
income or dividend. 


(2) Or, on the other hand, the goods may 
not be divided because they are of widespread 


utility and therefore cannot be assigned to 
one or other person. Such, generally speak- 
ing, are climatic or geographical factors that 
may neverthless acquire decisive importance 
in contributing to the happiness of indivi- 
duals or groups — and thus we find many who 
for nothing in the world would give up the 
sunshine and pure air or the scenery of their 
own country. Others again would on no ac- 
count and for no price give up the security, 
order, and cleanliness they enjoy in their own 
country which represent for them inestimable 


goods of widespread utility (5). 


(3) - Because there is a superabundance 
of the goods in question, as is the case in some 
countries with water, or pastures, or arable 
land, or sand, or salt, or firewood, or snow. 


(5) On this notion of widespread utility I have insisted for 
many years past. as on an essential point for the understanding 
of many questions claiming the attention of economists and 
statisticians. See more especially La revisione del processo contro 
il protezionismo in *’ Economia ’’, 1923, and in the Proceedings 
of the 1st National Congress of Pure and Applied Chemistry, 
Rome; 3-6 June 1923; Prime linee di patologia economics, 
IVth edition, Giuffré, Milan, 1935, p. 712 et seq. (the Vth 
edition is in the press, published by the Unione Tipografica 
Editrice Torinese) and the articles mentioned in note (4). 
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In such cases the goods in question are by their 
nature divisible, but as the supply exceeds the 
demand, there is no need to divide them. 
Without this superabundance the whole life 
of the population would, in many countries, be 
altered and in some cases made impossible, 


5. - Now, the part these strictly personal, 
or widespread, or super-abundant goods repre- 
sent in relation to the total sum of rational ex- 
ternal goods, varies decidedly from one period 
to another, from one territory to another, so 
that income affords an untrustworthy index to 
the contribution made by external factors to 
human felicity. 

The contribution made by the moral factors 
of prestige, glory, esteem, honor, love that a 
nation enjoys in its relations with other nations, 
varies indeed decisively with its progress or re- 
gression, its position as victor or vanquished in 
international conflicts; indeed it may be that 
the above mentioned factors, instead of mak- 
ing a positive contribution to its happiness, re- 
present a negative factor. 

Some of the aforesaid factors, prestige for 
instance, undoubtedly vary in our society with 
the nation’s income, but they do not depend 
on it exclusively, while many of the others are 
more or less fully independent of it. As to the 
importance generally acquired by moral factors 
in the internal life of a nation, it usually varies 
in inverse ratio to the nation’s income. Thus 
the Europeans are struck by the little import- 
ance given to moral factors in American social 
life, where a man is valued ‘for what he earns. 
Also in Italy something like this happens at 
Genoa, where a man is valued for what he 
possesses. This is because the societies in 
which more importance is given to material 
and less to moral factors are generally those 
in which the highest income and wealth are 
secured, 

It is, moreover, obvious that those societies 
in which education is more directed towards 
developing the producing than the consuming 
apparatus are those which secure the largest 
incomes. Now in Anglo-Saxon and more es- 
pecially in American countries, education de- 
votes more attention than in the Latin coun- 
tries to developing the efficiency of the pro- 
ducing apparatus and less to developing that 


of the consuming apparatus, and consequently 
to us Latins, the populations of those countries 
seem less refined, and sometimes even coarse, 
and strike us as lacking more often in general 
culture than is the case with us. In our turn, 
we make the same impression on the Oriental 
peoples. The upshot of all this is that, when 
there is parity of the visible monetary income 
of the nation, the invisible income—which I 
have called elsewhere psychic income (6)— 
will be considerably smaller, or when there is 
parity of psychic income, the monetary income 
will be considerably larger. 

Thus those who take income as the measure 
of the contribution that rational external dy- 
namic goods make to happiness are led to neg- 
lect in international or inter-regional compa- 
risons important compensating factors that at- 
tenuate the differences, even if in some cases 
they do not fully offset them. 

As I remarked many years ago after the 
other war—and when adequate data will be 
available it will be possible to ascertain whether 
the observation holds good also for the present 
period—these considerations help to explain 
why the ratio of income to national wealth is 
considerably higher in the Anglo-Saxon than 
in the Latin countries. Obviously, other things 
being equal, the ratio of income to national 
wealth will vary inversely to average wealth, 
as the lower the average per capita wealth, the 
greater will be the importance of income from 
labour as compared to income from capital (7). 
And indeed, if we draw a comparison between 
the ratios of national income to wealth that we 
obtain for Italy, France and Belgium (and also 
for Holland), we find that this relation holds 
good; but if we draw instead a comparison be- 
tween the ratios for France and Belgium and 


(6) It is a psychic income which however depends on external 
physical factors, such as those which represent education. This 
extension is not therefore irreconcilable with the definition of 
income above given, as being the total of rational dynamic 
goods determined by factors external to our ego. 

(7) It is also easy to give the formula for it. If P indicates 
that ratio, I the rate of interest (or rather the rate of yield of 
capital), R average per capita wealth, and L the average per 
capita \abour income, we have P=I—L/R. On this matter see 
the speech entitled La ricchezza comparata delle nazioni, read 
on January 31, 1926, at the opening meeting of the Academy 
of Sciences, Letters, and Arts at Padua. The speech was publish- 
ed in the Proceedings of that Academy, Vol. XLII, 1926, and 
reprinted in the ’’ Nuova Antologia ”’, 1926. 
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those for England, or compare the ratio be- 
tween national income and wealth in England 
with that in the United States, the relation no 
longer holds good. In my opinion, this de- 
pends, at least in part, on the fact that in Ame- 
rica more than in England, and in England 
more than in the countries of Latin civilisation, 
the average monetary income from work is 
proportionately higher than is the correspond- 
ing psychic income. 

The superabundance of all or at least of 
some categories of goods depends essentially 
on the greater or lesser tendency or capacity of 
man to exploit them. Such superabundance is 
more easily and more widely found where tech- 
nology is less advanced. Primitive man, with 
his few needs, lives in surroundings that supply 
them abundantly, he has neither wealth nor 
income, but has all that he needs and is, in his 
own way, happier than civilised man, whose 
receipts and capital attain impressive figures. 

This is the condition which tradition speaks 
of as the age of gold or Earthly Paradise, and 
this makes us understand that income can af- 
ford us a comparable, if only approximate, 
measure of the contribution dynamic external 
factors make to our happiness only when the 
measurement is made for populations that have 
reached comparable stages of technical develop- 
ment and economic organisation. But even in 
our society we meet with essential differences 
from place to place and as a rule between town 
and country, and so in many country places 
there is super-abundance of water, in other pla- 
ces of firewood, and in yet others of land; 
while land, firewood, and water are bought 
at a high price in the towns. If we add to this 
the higher cost depending on the smaller supply 
as compared to demand that other goods reach 
in the towns, we shall understand how some- 
times it may be advantageous to renounce that 
part of the income one can earn in towns and 
to live on a smaller income in the country. 

Lastly, natural factors—geographical, cli- 
matic, and suchlike—which are of widespread 
utility to the whole population, obviously re- 
present a widely different factor of happiness 
from one country to another, as is shown by 
the tourists and workers who flock towards 
places which are specially favoured in these res- 


pects. 


We may however enquire in this connection 
whether widespread utilities in physical sur. 
roundings are not offset by the accompanying 
social surroundings. 

In this connection, a suggestive story is cur. 
rent in North Italy. When the Almighty creat. 
ed the world and began to settle people in the 
various parts of Italy, those who had already 
had their seat assigned them began to protest, 
— Is this fair ? — they exclamed. — Why has 
a delightful climate and sea and an ideal bay 
and a fertile soil, and a landscape framed by 
mountains and lit up into the bargain by a vol- 
cano been given to that locality—which shall 
be nameless ? — Wait a minute, replied the 
Almighty, I have not yet finished, and in finish- 
ing he placed on that land, until then uninhab- 
ited, and so generally desired, the inhabitants 
he intended for it, and the protests ceased, 
This story might be repeated for whole coun- 
tries possessing great natural attractions but 
whose respective populations are not equally 
unobjectionable. 

This fact suggests that an exceptionally fa- 
vourable environment may exercise a depress- 
ing or deteriorating ‘effect on the quality of the 
inhabitants, due perhaps to less severe natural 
selection. But apart from this, an equilibrium 
between physical and social environment is pro- 
moted by the movements of the populations 
who are naturally attracted by more favour- 
able conditions to such an extent that congestion 
ensues and gives rise to drawbacks of a demo 
graphic, economic and social nature which off- 
set natural advantages and re-establish the bal- 
ance. 

But, in any case, this tendency to reestablish 
an equilibrium is hindered by several opposing 
forces, especially in pathological periods. 

In abnormal times of wars or depressions 
we find, indeed, that the more favoured coun- 
tries tend to shut their doors, excluding or at 
least limiting the entrance of foreigners. This 
is what we witnessed after the first world war 
in the United States of America and several 
other countries. But apart from such restrict 
ive measures and even under normal conditions, 
the trends which would re-establish the balance 
are hindered by transport difficulties. Thus 
today we see that immigration, which the South 
American countries would welcome, can only 
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take place on a very small scale owing to the 
scarcity of tonnage and the high cost of the 
voyage. Another obstacle may be offered by 
the ignorance of conditions prevailing among 
the populations naturally and artificially iso- 
lated, as is the case with many primitive peoples 
and sometimes even with non-primitive ones, 
as today in Russia. Finally, the ties of affection 
which bind people to their native land, or su- 
perstitions which make them unwilling to leave 
it, like the aversion of the Hindus to crossing 
the ocean or the animistic beliefs of the Aus- 
tralian populations who ascribe supernatural 
powers to the lands of their ancestors, may 
rove obstacles. 

Even if we admit that under the pressure 
of population an equilibrium in the widespread 
utility is not attained among various countries, 
we must bear in mind that a great part of that 
utility, as I have explained elsewhere (8) gets 
absorbed into economic goods, and thus pro- 
duces in the long run an increase in income. 

Thus the utility represented by the brilliant 
sunshine of the South is converted into hard 
cash by hotel-keepers, boarding-house and 
health resorts whose business is fed by the mon- 
ey from tourists of northern countries and of 
invalids in search of suitable climatic condi- 
tions. 

This however does not occur for all the ad- 
vantages of a widespread utility. Only that 
part of it which is absorbed by goods used for 
production is translated into an increase of mon- 
etary income, not so the part directly absorbed 
by the human consuming apparatus. 

Now it should be noted that the part of the 
widespread utility absorbed by producer’s goods 
is, on the whole, less in the case of the factors 
forming the physical environment than in the 
case of those forming the social environment, 
so that we may expect that the widespread uti- 
lity of which no account is taken, either directly 
or indirectly, when making the usual estimates 
of income is a less important item in countries 
with a more highly developed social organis- 
ation, and therefore the income it represents 
is in their case relatively exaggerated when 
compared to that obtained in countries that 


(8) See articles mentioned in note (5). 


are blackward in developing their natural re- 
sources. 

Indeed, when comparisons are drawn be- 
tween the figures calculated for the national 
income of the several countries we are faced by 
disequilibriums which seem incredible. When, 
after the other war, I was asked to calculate, 
first at the request of the League of Nations, 
for the purpose of forming a judgment on the 
differences in the industrial importance and 
economic power of the several countries, and 
then, at the request of the Italian Government, 
in view of the negotiations for funding the Ital- 
ian war debt to the United States, I ascertained 
that the per capita income (without making 
a deduction for living expenses) in Italy then 
amounted to less that one sixth of that in the 
United States, and amounted in India to about 
one fifth of that of Italy, and therefore to about 
one thirtieth of that of the United States. 
Now, it is evident that an American citizen 
could not possibly live on one thirtieth of the 
income he actually receives, just as an Italian 
could not live on one fifth of his. Hence the 
inevitable conclusion that the significance of 
the figures calculated for the income of the two 
countries (Italy and the United States, or India 
and Italy) differs essentially. This, in my opi- 
nion, undoubtedly depends at least in part on 
the fact that the widespread utility of natural 
conditions prevailing in India, and first of all 
that arising from the temperature, makes the 
per capita income appear, when drawing a com- 
parison with Italy and with the United States, 
much lower than it really is (9). 

Careful analysis will show that the advant- 
age enjoyed by India as compared to Italy, and 
by Italy as compared to the United States—an 
advantage that escapes calculation when mak- 
ing the estimates of income—does not depend 
so much on the widespread utility of the tem- 
perature enjoyed by the Indian and to a lesser 
extent by the Italian people, but rather on the 
drawbacks of the climate of the United States 
and to a minor extent of that of Italy which 


(9) See Quelques chiffres sur la richesse et les révenus 
nationaux de 15 Etats, '’ Metron ’’, Vol. Ill, N° 1, 1-VII-1923; 
A comparison of the Wealth and National Income of several 
important nations (Italy, France, Belgium, United Kingdom and 
United States) before and after the war, Rome, Provveditorato 
Generale dello Stato, 1925. 
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must be eliminated by heating, building houses 
affording better shelter, wearing heavier cloth- 
ing, all things that absorb no small part of the 
income. The traditional ’lazzarone’’ — who 
if he is no longer to be seen in Naples is found 
in many other countries of the warm-temperate 
zone, basking in the sunshine—needs neither 
work nor expenses to procure that enjoyment; 
but the American, and still more the Canadian 
or the Northerner who wishes to enjoy the 
same warmth, must devote the proceeds of sev- 
eral hours of daily work to purchasing the 
fuel, amortising the heating plant, meeting the 
heavier expenses for his home and his clothing. 

On the other hand, in a powerful, well-or- 
ganised nation in which the sense of civic duty 
is high, each citizen can count on the safety 
of his person and his property, on the fulfil- 
ment of contractual obligations, on the orderly 
progress of public life; whereas in quarrelsome, 
turbulent countries, or in those threatened from 
without, the satisfactory working of the social 
organism can only be assured if a considerable 
part of the population is taken up with law- 
suits, engaged in watching over the safety of 
property, in the defence of individuals and of 
the community, and in the maintenance of 
public order. . 

It should indeed not be forgotten that if 
there are some widespread utilities, there are 
other natural conditions representing wide- 
spread drawbacks. 

This calls attention to another of the difh- 
culties met with in estimating income. 

Goods have a value for us arising not only 
from their objective qualities but also from our 
subjective need of them. But these needs in 
their turn do not depend only on internal but 
also on external factors. Should the external 
factors determine needs whose satisfaction re- 
quires the production of certain goods, ought 
we not to reckon this effect as a passive item 
in our appraisement of the contribution extern- 
al factors make to our happiness ? If we fail 
to enter such an effect under liabilities while 
entering under assets the goods produced to 
offset it, we shall evidently obtain an erroneous 
picture of the contribution made by external 
factor to our well-being. 

Looking at the matter from another stand- 
point, we may say that—under like conditions of 


enjoyment—such factors as the warmth of the 
environment, which in some cases cost noth- 
ing as they are provided by a widespread utility 
and as such are not included in the estimate of 
income, can only be obtained by others at con- 
siderable expense and are included in the in- 
come at the high cost of the goods and services 
needed to meet them. 

Sometimes it is not a question of conditions 
which procure satisfactions but of conditions 
which are essential for life; this means that 
certain living costs which are not incurred or 
are trifling in one country, rise to a high figure 
in another. 

We shall return later on to this matter, 

Meantime, we may draw the conclusion that 
divisible income does not afford an accurate 
measure of total income understood as the con- 
tribution that the whole body of external ratio- 
nal dynamic goods makes to our happiness, 
and that the comparison of divisible incomes 
exaggerates the differences existing between the 
real incomes of the several populations. 

The questions we have so far discussed may 
sometimes seem remote from those generally 
considered in discussions on the notion of in- 
come, but it is just for that reason that we have 
deemed it necessary to tarry over them because 
in making the customary statistical enquiries 
in this fields, the fundamental purposes of an 
appraisement of income and the more or less 
unreal hypotheses on which that appraisement 
is made, have been somewhat forgotten. 


6. - Let us now examine matters more akin 
to the discussions that are usual in this field, 
and enquire whether a more or less complete 
account is taken of divisible income itself when 
making the monetary estimate of national in- 
come. 

Divisible goods are evidently exchangeable, 
and if exchangeable they can be sold. In es 
timating income, should we take into account 
only that part of divisible goods that is sold, or 
their total volume? The practical solution 
given to this question differs for the several 
groups of goods, and this is one of the weakest 
points of the current estimates of national in- 
come. 

No one denies—as far as I know—that the 
estimate must cover the whole volume of agr'- 
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cultural crops, whether consumed by producers 
or sold (10), for evidently the amount of the 
income does not depend on who enjoys it, and 
it is axiomatic that the dividend must be fixed 
before the division can be made. 

Likewise the total output of domestic indus- 
tries such as, in many countries, spinning and 
weaving, is included in the calculation, even 
if the product is partly and sometimes mostly, 
used for family consumption. : 

But of the processing that agricultural or 
industrial products undergo in the home before 
being consumed no account is taken in esti- 
mating income, even if the same products 
when processed by specialised industries, are 
on sale in the market. Thus—so far as I know 
—no one includes in the national income the 
value acquired by turning milk into butter or 
cheese or flour, butter and sugar into pudding 
for family consumption, nor of the work per- 
formed in spinning wool or knitting sweaters 
or stokings or pullovers for the members of 
family, nor of that consumed in making, re- 
modelling, turning, mending, patching, and 
darning clothing, all work that took up and 


still in many countries takes up so much of 
the time of the housewife. 


Landlord A rents his apartment to tenant 


(10) From a work by J. R. Hicks (The Social Framework, 
An Introduction to Economics, Oxford, Clarendon Press, 1942), 
remarkable from several points of view — which only came into 
my hands when this paper had been written and which I shail 
have occasion to quote several times in the following notes — 
I learn that even this mode of procedure, which would seem 
to be so obvious a one, is not adopted by all. The Author, 
indeed, includes in production only those things produced to 
satisfy the needs of others by means of exchange (cfr. pp. 23, 
196-197) and he adds that this definition is in keeping with 
that of income adopted for calculating the British national 
income. He only admits that, in those cases in which the 
progress of transport adds to the importance of the agricultual 
products sold, much may be said in favour of a wider defini- 
tion, inclusive of all agricultural products, and he remarks that 
this is done in the case of the national income of such a country 
as India, and that it will be advisable to do so in general 
when the habit of selling agricultural products spreads. If it be 
true that all British statisticians «dopt this definition of produc- 
ton and therefore include in income only that part of agricul- 
tural production which is sold, I do not think this method is 
followed in any other country. It is a method which may have 
the advantage — on which Hicks insists — of avoiding all 
ambiguity, but it excludes from income, goods which it cannot 
be denied belong to it, and whose value can be easily estimated, 
goods — we may add — which not only in such a country as 
India, but in all the countries of the world, except perhaps in 

» Tepresent a quantity which cannot be considered 


negligible. 


B who in his turn rents his to C, and the latter 
—let us suppose—in his turn rents his to A. 
The rents obtained by A, B, and C should 
evidently be calculated in the income. But if 
A, B, and C were all to remain in the apart- 
ments they own, the respective incomes evi- 
dently would not disappear, and therefore 
many of the estimates of income—but not all 
—include not only the rents received for im- 
movables but also the potential rents or rent- 
able value of the dwellings inhabited by their 
owners, and this is the rule followed by the fisc 
in assessing for income-tax. 

But this rule is applied only to the premises 
themselves. Although furniture, pictures, or- 
naments, etc., are also rented, and there is a 
market for furnished apartments, neither the 
Treasury nor those who estimate national in- 
come take generally into account the rentable 
value of furniture, pictures and ornaments used 
by the owners themselves, while the rent re- 
ceived for them, should they be let, is duly 
entered among the sources of income both for 
statistical and fiscal purposes. 

The same remark applies to the use of car- 
riages, automobiles, bicycles, and other means 
of transport, which is reckoned in the income 
when they are hired, but excluded when they 
are used directly by the owner himself. 

Let us suppose a horse-breeder on account 
of old age or disability, or perhaps just because 
he has changed his mind and would prefer 
at a given moment to take up another occu- 
pation, engages a groom to attend to the jobs 
he used to attend to himself. To simplify our 
statement, let us suppose that he takes, for in- 
stance, to shoemaking, which used to be the job 
of his present groom, and that he receives the 
same pay. For the purpose of calculating the 
national income, the present income of the 
horse-breeder is the same as that of the former 
shoemaker, and from that standpoint no change 
is called for; but now, we have in addition, in 
estimating the national income, the pay of the 
groom. This represents however for the horse- 
breeder a new cost that reduces his private in- 
come, and therefore the amount of the national 
income is not affected thereby. 

But if the horses were bred not for profit 
but for pleasure, the wages of the new groom 
should not then be considered as a cost of pro- 
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duction but as an allocation of income by the 
owner, and, in calculating the national income 
no passive item would therefore offset the new 
receipt entered as the groom’s wage. As a 
matter of fact, in this second case, what should 
strictly speaking be counted in the national in- 
come is the pleasure the horse-breeder receives 
from the horses he breds. It shoud be included 
in full when he attended to the horses him- 
self, and net of the wages paid to the groom 
when it is the groom who attends to them. But 
as a matter of fact this pleasure is not counted. 

Housework performed by servants in re- 
turn for wages appears in the national income 
in the form of their wages; when performed by 
members of the family it used not to be in- 
cluded. It follow that he who marries his 
servant makes the national income decrease, 
even if the woman does not change her usual 
occupations. Now it is a debated point wheth- 
er those services should or should not be count- 
ed, and some answer in the affirmative, others 
in the negative, while others again estimate the 
national income in two ways, including and 
excluding the value assigned to such services. 

The same problem might be raised—and 
perhaps it has been—for the service of nursing 
and caring for babies. The same problem 
might be raised—and this would be of much 
wider bearing—for sexual services. 

It cannot be said that there is no market for 
these several services. The occupations of wet- 
nurse or children’s nurse are two important 
sources of income for some mountain popul- 
ation, and prostitution has been described as 
the most ancient of professions. Nor can it 
be objected that the sexual services of a wife 
cannot be compared to those of a mercenary 
mate. There are concubines who differ from 
wives only from the legal point of view, and 
mistresses who from every point of view are 
superior to wives. Moreover, if it be granted 
that wives are generally superior from the point 
of wiev we are considering, it would seem to be 
a curious mode of reasoning to attribute no 
value to their services, when estimating the na- 
tional income, merely because they are more 
valuable than those of a mercenary, instead of 
appraising them, even if only inadequately, by 
the same standard. Is not that the solution 
adopted for rentable values, or, when they are 


included in the calculation, for domestic services 
in the home? It is certainly a very differ. 
ent thing to live in one’s own apartment 
or in an apartment leased from another, and 
the work of servants, now more than ever, is 
very unsatisfactory when compared to that of 
the mistress of the house. Nevertheless, the 
rentable value of apartments inhabited by their 
owners is valued for fiscal and statistical pur- 
poses by the same standard applied in the case 
of rented apartments, and this holds good also 
for domestic services performed by members 
of the family which, when they are valued at 
all, are usually reckoned by the same standards 
used for the services of domestic servants, as 
it is thought preferable to value both at a low 
rate rather than not at all. 

On the other hand, if we admit that the 
services of wives should be included in a com- 
plete estimate of the national income, it is dif- 
ficult to deny that the complementary services 
of husbands should also be taken into account, 
even if, in most modern societies, there is no 
visible market for them, at least in normal 
times. 

Finally, there is the big group of self-serv- 
ices to be considered, services which people very 
often render themselves but which might be— 
and sometimes are—rendered by others, and 
for which therefore there is also a market price. 
The barber affords a typical example. Shaving 
and depilation are among the oldest activities 
of the human race. Some of the most ancient 
of the primitive peoples (such for instance as 
the Andamanese, isolated from the rest of man- 
kind after one of the greatest of the glacial pe- 
riods) shave and depilate themselves with meti- 
culous care, and there are few peoples to whom 
the profession of barber or depilator is un- 
known. Among civilised peoples, the receipts 
of hairdressers and barbers form a not negli- 
gible item in the national income, but no less 
important, I believe, should be the value given 
to the self-shaving service most people perform 
each day. 

Similar considerations would hold good for 
many other self-services: driving a car, pushing 
a bicycle, typewriting, shoe-polishing, brush- 
ing ones clothes, sewing on buttons, and in the 
case of women, curling their hair, attending t 
their make-up, besides making, or remodelling, 
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or mending their dresses and underclothing, 
shoes, hats and other garments or ornaments. 

Leaving the domestic circle, we shall again 
find a large and often important number of 
activities that are not paid, and therefore are 
not included directly in the national income, 
and which, in as much as they amount to per- 
sonal and not real services, do not appear in it 
indirectly in the form of an increase of produc- 
tion or wealth. 

Such are personal services rendered by re- 
latives and friends, more especially on the oc- 
casion of anniversaries and festivities, or in 
that of sickness and mourning; such are the 
police and protective services discharged by 
unpaid forces; such, in so far as they are of a 

rsonal nature, are corvées or other services 
voluntarily rendered on the occasion of public 
calamities; such, in so far as they similarly be- 
nefit consumers and not production, are the 
functions freely performed by charitable organ- 
isations or public offices, from that of juryman 
to that of member of an electoral committee, 
president of a university or college, or dean of 
afaculty, director of a scientific institute or in 
many other administrative, political, or syndical 
positions; such again, in so far as they benefit 
culture and not publishing firms, are unpaid 
contributions to newspapers or periodicals. 


7. - It would be impossible to expect that 
in calculating the national income, account 
should be taken of all the services freely ren- 
dered to oneself, one’s husband or wife, to the 
family, to relatives, to strangers, to the public 
as well as of the services rendered by animals 
or things and directly enjoyed by the owner. 
Yet it is evident that if such services have a 
market value they should be taken into ac- 
count, because every service is such because of 
its use and not because of the person who per- 
forms it. When we fail to take such services 
into account it is difficult to say what economic 
significance should be given to the figures ob- 
tained for the national income. On the other 
hand, even if we admit that they only afford 
a rough global index of the contribution that 
dynamic rational external goods make to the 
happiness of the nation, it is certain that the 
figures thus obtained for different countries 
and different periods, are not comparable. 
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There are some countries in which every 
family has a dwelling, however miserable it 
may be—house, or tent, or hut, or cave—and 
others in which a large part of the population 
lives in places they rent. 

In some countries, letting apartments or 
furnished houses, or permanent residence in 
hotels or boarding-houses is practically un- 
known, while in others it is a widespread cus- 
tom. 

There are Far Eastern countries or ¢x-co- 
lonial ones in which, if only for reasons of pres- 
tige, well-to-do persons cannot avoid keeping 
in their service troups of servants whose indi- 
vidual duties are strictly defined and whose 
ranking order is well established, and others 
in which servants are a rarity or are unknown. 
Among these latter a further distinction should 
be drawn between the countries where the serv- 
ices of domestic servants can be, to a great ex- 
tent, dispensed with as they are replaced by 
mechanical devices and the organisation of out- 
side services, as in the United States; and coun- 
tries in which they take up all the time of the 
women on the home as they do in so many 
other countries. In the North African tribes, 
for instance, the work of drawing water, grind- 
ing wheat or barley, and making bread keep 
the women busy a large part of the day and of 
the night. 

The services of wet-nurse and children’s 
nurse and looking after children in infant 
school takes up a considerable part of the time 
of the population in some countries, while in 
others such work is almost unknown. 

Celebrations or festivities which play a great 
part in the social life of some peoples are in 
the case of some primitive peoples and even 
among certain classes of non-primitive, the col- 
lective occupation of the family and their rela- 
tions, and entail no appreciable outlay on labour 
and therefore do not give rise to cash incomes, 
whereas in other countries they cannot be held 
without having recourse to paid labour. 

Public or charitable positions and duties, 
scientific direction and collaboration which in 
some countries are filled and discharged gra- 
tuitously, in other countries are semi-gratuitous, 
while in yet others they are adequately remu- 
nerated. 
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Corvées have disappeared altogether in some 
countries, in others they still have some import- 
ance. Military service—and this is a capital 
difference—is in some countries on a voluntary 
and mercenary basis, while in others unremu- 
nerated conscription is the rule, and in others 
again it does not exist at all. 

Apart from military service, the greatest dif- 
ferences from country to country, in relation 
to the matter at issue, are found in the regul- 
ation of sexual services. Mars and Venus have 
always been goods whom it has been difficult 
to control. 

There are some countries in Central and 
South America in which most babies are born 
out of wedlock, not so much as the result of 
unlegalised unions more uxorio, as of extra- 
conjugal relations with kept women, of whom 
a man will often have several. If attention is 
called to the irregularity of such conduct, 
the citizens of Latin America, not disquieted 
by such remarks, reply by assuring you that 
Bolivar, their super-national hero, had this hab- 
it. The First Citizen of one of these States— 
the first also in this respect—thus had a hun- 
dred or more children, all illegitimate. Of 
course these relations are not always formed 
with a view to offspring, and are not always 
prolific. When I was in Brazil some twenty 
years ago I was told—I must however say that 
I did not check the calculation—that the pas- 
sive item arising from the sums received by a 
hundred odd French ” cocottes” weighed as 
much on the balance of payments of the nation 
as the remittances of millions of Italian immi- 
grants. Now, for the purpose of appraising 
income, the expenses incurred for these mis- 
tresses or courtesans, which first figure in the 
man’s income, should of course appear as the 
professional incomes of the recipients, differing 
in this from the expenses for the maintenance 
of an ordinary bourgeois family which appear 
only once as the receipts of the husband, and 
are then considered as allocations of his income, 
without representing a corresponding entry re- 
ceived by his wife. 

In Japan, the houses of pleasure and those 
of the geishas are thoroughly well organised 
and socially recognised institutions. When the 
International Institute of Statistics held its meet- 
ing at Tokio in 1930 one of the first receptions 


offered to the guests and their ladies was held, 
on the invitation of the Prefect of the Capital, 
in the house of the geishas and was in no wise 
inferior in decorum anid elegance to the others 
offered us in Japan or, on other occasions, in 
other countries. Here again the receipts of the 
houses of pleasures or of the houses of geishas, 
which are said to amount to very high figures, 
should of course be reckoned as the professional 
incomes of the damsels and of their respective 
impresarios for the purposes of the estimate of 
national income. 

There is no need of similar institutions in 
the United States where the emancipation of 
women and the equal status of the sexes has 
practically removed all difficulties in the way 
of sexual relations between unmarried people; 
thus bringing from this point of view (once 
more extremes meet) the most advanced of 
the Western civilisations near to the primitive 
Polynesian societies whose customs led the Ev- 
ropean explorers to call the Island of Tahiti the 
” New Cytherea”. But widespread as such 
relations may be, it is certain that neither in 
the one nor in the other country do they appear 
in the calculation made for the national income. 

The disturbing factor represented by sexual 
services acquires marked importance in abnor- 
mal times. 

Among many Polynesian and Esquimo po 
pulations the arrival of a European ship was 
a source of considerable contingent gains, being 
a return for the favours granted by their wo- 
men with the full consent of their families and 
in conformity with local customs. And when 
such return took the shape of metals valuable 
to them, or of arms and tools of special effi 
ciency, it sometimes reversed social relations of 
wealth and power. The first Esquimos and 
the first Polynesians who succeeded, by some 
means or other, in possessing themselves of a 
steel knife or a gun became all-powerful. A 
Danish explorer, who had married an Esquimo 
and lived with her in Greenland, tells us the 
spicy anecdote of a lady of that country who, 
duly authorised by her husband, distributed 
her favours to the crew of a ship which had 
called at that port, and who was so busy with 
her work that in the confusion she lost her 
trousers (women there wear trousers), but she 
accumulated such a fine sum that she made it 
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her business, and more than her business, her 
pleasure (delight in giving is characteristic of 
that people) to invite all the families of the 
community to a banquet, and among them our 
Dane, who was not a little embarassed at shar- 
ing in the proceeds of such transactions. 

Without crossing the oceans or going back- 
wards in time I think it would be difficult to 
draw up a reliable balance-sheet for the Euro- 

countries occupied by the American troops 
without taking account of the flow of goods 
received by the girl friends of the soldiers,— 
and extended by them to their families and 
acquaintances—as a return for their feminine 
favours. There are some localities in which 
we may well ask ourselves whether they were 
more indebted to Ceres or to Venus for help- 
ing them to muddle through the tragic winter 
months following their liberation. Yet all this 
is little compared to what happens in the Far 
East in times of famine (and in some regions 
famine is permanent !) where not only the serv- 
ices of the women, but the women themselves 
in their best years—and in other ages at least 
they weren’t so particular about the sex either 
—are sold by those who can dispose of them. 
It is this circumstance that explains the different 
consideration in which the girls of the casinos 
are held by Japanese and by European society. 
In Japan they are not, as in our countries, girls 
who have let themselves slide down the fatal 
slope of the temptations of the flesh, but, gener- 
ally good domesticated girls whose fathers have 
sold them to feed their families, or who in some 
cases have sacrificed themselves to save their old 
parents from starvation; so they are pitied as 
victims when they are not praised as heroines, 
instead of being despised as immoral or de- 
generate. 

These examples will suffice to show that, 
under more or less exceptional circumstances, 
it would be vain to wish to leave out of account 
sexual services in calculating the income of a 
country and they show that it is incoherent 
and also—given the importance they constantly 
attain—misleading to disregard them even un- 
der normal conditions. 

Differences no less marked than in the case 
of sexual services, are found from one coun- 
try to another in the contribution made to the 
national income by self-services. On the one 


hand we have South American countries, where 
anyone belonging to good society would feel 
degraded by carrying the smallest parcel, and 
on the other England where even the mem- 
bers of the Cabinet carry their despatch-cases 
themselves, and the United States, where the 
millionaire thinks it quite natural to carry his 
own suit-case to the train and where one may 
see, as I myself have, a president of a college 
house, no longer young, walk bent under the 
load of books he was returning to the library 
before going on his holidays. The richest 
American drives his own car, travels with his 
typewriter on which he himself writes, and, 
besides shaving himself, very generally cleans 
his own shoes, brushes his own clothes, and, if 
necessary, gets his own breakfast ready, to the 
delight of European servants at finding their 
employers so well trained. All these are serv- 
ices which in Europe give rise to payments on 
the profit side of the national income account. 

Though the rule may be subject to notable 
exceptions (11), it can be said that the personal 
services not taken into account in estimates of 
income, tend to become less and less important 
with the relaxed solidarity of the family 
group, the ties of relationship and community 
ties, with the growing emancipation of wo- 
men and children, with the more complex eco- 
nomic organisation and the division of labour, 
and with the progress of book-keeping tech- 
nique. We may therefore expect that, territo- 
rially considered, the difference between the 
cash incomes of the several countries will, for 
these reasons also, be exaggerated when com- 
pared to their total incomes, and that compar- 
isons between one period and another will give 
an exaggerated impression as to the increase of 
national income. 

These personal services acquire exceptional 
importance in times of emergency and, in the 
economic cycles, during periods of depression, 
when people cut down their expenses, and on 


the other hand they fall below normal in pe- 


(11) A notable exception may be made on the outbreak os 
under the menace of a war. If a preferential treatment is 
expected for married people as compared to unmarried — as 
often happens — an epidemic of marriages ensues, which to a 
large extent only regularise pre-existing extra-conjugal relations. 
If the national income, as commonly understood, could be ac- 
curately measured, it would in such cases be seen to have 
diminished considerably. 
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riods of business expansion and in times of 
exceptional prosperity. 

If—as I have said—we cannot hope to ren- 
der comparable incomes in which so many and 
such important factors are neglected in varying 
degree, it will nevertheless be possible to make 
them less heterogeneous by taking into account, 
if only approximately, another factor also gen- 
erally neglected but of great importance. I 
refer to the cost of producing, maintaining, 
and amortising human capital, with which I 
will now deal. Not however, before speak- 
ing of another cause of errors that, under some 
aspects, acts in an apposite direction to the 
former ones. 


8. - If, as we have seen, many goods and 
services are neglected in the estimates of na- 
tional income, on the other hand there are 
some receipts which are included in income 
and which, in whole or in part, do not corres- 
pond to an increase of goods or to a prestation 
of services. 

In this connection, we think at once of the 
proceeds of extorsions or swindles or thefts or 
plunder, and it is to exclude them that some 
writers define income as limited to receipts 
arising from activities which come within the 
purview of the law. This limitation is how- 
ever too broad on the one hand, too narrow 
on the other. 

Even in normal times there are some illegal 
activities, such as those of the smuggler, which 
undoubtedly represent a service rendered to the 
consumer, even if consumer interests fall foul 
of those of the Treasury, and during and after 
the war, the ” black market”, though forbid- 
den in many countries, developed on an enorm- 
ous scale, and—it has been said—that it de- 
serves to have a monument raised in its honour 
as but for it a large part of the population 
would have starved to death. 

On the other hand, there are some proceeds 
allowed by law from activities which produce 
neither services nor an increase of goods. Such 
in many countries are the receipts obtained 
by begging, and all those that are fed by 
alms. If the receipts of card-sharpers should 
be included among those that are illegitimate, 
those honestly arising from games which are 
not exclusively games of chance belong to the 


category of legitimate earnings, and, in the 
case of specially skilful players, they may be 
a normal source of income, but they cannot 
be said to correspond to a service rendered to 
their fellow players who lose. 

It cannot however be said that all these con. 
siderations give rise to serious difficulties in esti. 
mating the national income, because it is always 
easy to exclude from such calculations the re. 
ceipts from alms, charity or gambling and g- 
milar sources, and to include those of smuggl- 
ing and the black market. But the difficulty 
arises—and it would seem to be one that cannot 
be easily overcome—when we are dealing with 
receipts that correspond in part to real services 
or to goods produced and in part only represent 
transfers, whether licit or illicit. 

To what extent do the receipt of the fore- 
staller, the speculator, and in general those of 
the trader understood in the widest sense c{ 
the word, really correspond to services ren- 
dered ? Not without reason did the ancients 
consider Mercury as at one and the same time 
the god of merchants and of thieves. And do 
the services of other professional men, such as 
physicians, or lawyers, or accountants, always 
correspond really and entirely to services ren- 
dered ? 

The honesty of traders and professional men 
certainly varies, not only from person to per- 
son, but also, and radically, from country 
to country. Thus we Westerners claim that 
their honesty is much greater in our countries 
than in those of the Near East. On the other 
hand, there can be no doubt that commerce 
and the so-<alled liberal professions acquire 
growing importance with the development of 
business activities and the level of national pros- 
perity, so that we should consider that—other 
things being equal—the amount of their pro- 
ceeds which, viewed from the standpoint of 
collective prosperity may be considered as fict- 
tious, is higher the higher the national income. 
This inaccuracy in the estimate of income there- 
fore also tends to exaggerate the differences 
which really exist in incomes in time and space. 


g. - If in estimating income we deduct from 
the value of the products the cost of raw ma 
terials and of the energy—physical, animal or 
human—employed in their production, or that 
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incurred for the upkeep and amortisation of the 
Jants, there would seem to be no reason why 
we should not deduct from the value of human 
services the cost incurred for feeding, clothing 
and lodging the worker, for keeping him in 
good health, and for his training, as well as 
those for his replacement by rearing new work- 
ers of like number and productive yield. Do 
we not do this when estimating the services of 
animals ? And was not this done, is it not 
done, in valuing human services where slavery 
prevailed or prevails ? The change brought 
about in civilised countries in the legal position 
of the worker, cannot alter the economic cri- 
teria to be followed in valuing his services. 
The principle, in keeping with this point of 
view, of exempting from taxation that quota of 
income the taxpayer requires for his own keep 
and that of his family, was accepted since an- 
cient times and is generally speaking recognised, 
in modern societies, even by the Treasury (12). 
In this respect—incredible as it may seem—the 
Treasury is more advanced than many econom- 
ists and statisticians who object—sometimes 
with specious arguments—to making similar 
deductions in calculating the national income. 
The argument advanced by Pigou—generally 
so acute in his analyses—is a specious one when 
he sustains that the cost of maintenance of the 
workers should not be deducted because if they 
were not working that cost would be very iittle 
reduced (13). Just fancy what an entrepreneur 
of animal transport would say if, when draw- 
ing up a contract for his services, the other 
party were to claim that no allowance should 
be made, when reckoning the carrier’s expen- 


(12) This is the reason generally given for the exemption 
of the "’ subsistence minimum ’’. See E1naup1, Corso di scienza 
delle finanze, IInd edition edited by A. Necco, Turin, Bocca, 
1914, p. 332; F. Frora, Manuale della scienza delle finanze, 
V. ed. Giusti, Leghorn, 1921, p. 245. The objection has been 
raised that the reason adduced has now been surpassed, and 
that this exemption is now justified by the consideration that 
the cost of the assessment would exceed the yield of the tax. 
There are however some countrics in which even incomes that 
are below the taxable limit are assessed, and this points to the 
fact that the second reason adduced, even if in many cases it 
may run parallel to the first, is not in itself sufficient. On the 
other hand, the second reason adduced would justify the ex- 
emption of the smallest incomes, but not the excmption of a 
subsistence minimum as is often done for al! incomes. 

(13) See on this matter A. Picou, Income, An Introduction 
40 Economics, London, Macmillan, 1946, and our article: On 
National Income, in « Banca Nazionale del Lavoro Quarterly 
Review’, No. 2, July 1947, p. 63. 
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ses, for feeding and sheltering the animals be- 
cause even if they were not working they would 
have to be fed and sheltered all the same! An 
accountant, if summoned to settle the question, 
would not fail to observe that, in addition to 
the special expenses connected with the specific 
work performed, there are, in all businesses or 
undertakings, overhead expenses inseparable 
from their existence, which are the premise of 
any form of activity and which must be re- 
funded no less than the others. 

Now, for the purposes of international com- 
parison, it is important to observe that the sub- 
sistence expenses may weigh in a very varying 
degree on the balance-sheet of different coun- 
tries, varying with the climatic and hygienic 
conditions of the country, its social habits, the 
length and severity of the work. The longer 
and heavier the work, the greater is the work- 
er’s need of food, and, other conditions being 
equal, the greater will be his consumption of 
clothes and implements. This represents a 
material cost of work of which, as we said at 
the beginning, account should be taken. Put, 
above all, the cost of rearing the new genera- 
tions weighs very differently on the economic 
balance sheet of the several nations, depending 
on whether they are emigrant or immigrant 
countries. It is impossible for anyone to under- 
stand how the portentous wealth of the United 
States has been formed and why the poverty 
of many industrious and intelligent European 
populations lasts, if account be not taken of the 
cost of rearing the emigrants, an expense which 
these populations have met for over a century 
to the sole advantage of the immigrant coun- 
tries. Almost one third of the new generations 
of workers employed by the United States from 
1820 to 1930 was supplied gratuitously by the 
emigration countries, most of which were Eu- 
ropean, and the sums that this immigration has 
enabled America to save, if invested at 3 %4— 
a very low rate of interest for the whole of the 
period covered—would definitely exceed, as I 
have shown, all the wealth at the disposal of 
the United States prior to the last economic 
depression (14). 

(14) The detailed demonstration of this is given in the 
article Europa und Amerika; zwei Welten, published in *’ Welt- 


wirtschaftliches Archiv *’, July 1940. The results have been 
summed up also in the lecture: America: stirpe di lavoratori, 
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The principle that in making a comparison 
between the incomes of the several countries 
it is necessary to deduct the subsistence costs of 
the population, taking account of the special 
conditions and exigencies of each of them, was 
made use of by me and fully accepted by the 
American delegation during the negotiations 
concluded in 1925 for the funding of our war 
debts with the United States (15). 

Not only should subsistence expenses be de- 
ducted, but also those incurred for professional 
education and training, and this is very im- 
portant in the case of international compar- 
isons, because, while it is quite true that both 
these items vary in time and space in the same 
sense as the variations in income, yet subsist- 
ence costs vary less than proportionately, where- 
as the total costs of rearing, inclusive of pro- 
fessional education and training, vary probably 
in a more than proportionate degree. There- 
fore, by deducting from income the sole costs 
of subsistence, the differences from one coun- 
try to another and from one period to another 
are increased, while if we deduct also the costs 
of professional education and training, they are 
attenuated (16). 

Such deductions however can only be reck- 
oned very roughly in the best of cases, as they 
should not include all household expenses but 
only those required for the conservation of the 
necessary number and productive efficiency of 
the human capital. Therefore, not only must 
superfluous expenditure be excluded, but it is 
also necessary to ascertain whether the popul- 


Centro It. di Studi americani, Rome, 1940, and in the article: 
Una societa lavorista, ’’ Rivista di Politica Economica ’’, June, 
1940 (translation in Spanish, in « Revista mexicana de Socio- 
logia ’’, Vol. Ill, No. 1 and 2, 1941), and will be presented 
again in an article entitled Apparent Causes and Real Causes 
of American Prosperity, to be published in the next issue of 
this Review. 

(15) See the memorandum 4 comparison, etc., quoted in 
note (9). 

(16) On the effect of international comparisons of the deduc- 
tion of subsistence costs, see the memorandum quoted in the 
previous note and the address on La ricchezza comparata delle 
nazioni quoted in note (7). 

As to the variations which occur with the variations in 
income in the costs of rearing, inclusive of professional educa- 
tion and training, it should be remembered that a labourer or a 
peasant usually bring up on their incomes large families, whereas 
the parents of the middle or upper classes can barely succeed, 
even when they make use of their incomes derived from capi- 
tal, in giving three or four children an education in keeping 
with their social position. 


ation is increasing or declining numerically, 
and the major or minor degree of its technical 
progress, so as to eliminate the bearing of such 
factors of evolution. 

Nor is it an easy matter to discriminate be. 
tween essential and superfluous expenditure. 
Is tobacco, for instance, to be considered super- 
fluous when so many would rather give up 
bread that cigarettes ? Besides the cost of phy- 
sical subsistence, we must take into account 
that of those which have been described as 
” psychic subsistences”’, for which it is much 
more difficult to settle the limits (17). 

Should it be possible to make this deduction, 
however approximately, in a satisfactory man- 
ner, it would, to a large extent, iron out the 
difficulty of which we have spoken in drawing 
comparisons between incomes in space and in 
time, in so far as they depend on the diverse 
importance that real and personal services, 
whether rendered by others or by oneself, have 
in the several countries. These services are for 
the most part essential to the life and efficiency 
of the worker and his family, and their major 
or minor importance will determine the major 
or minor deduction of the cash income that 
must be made for the production, maintenance 
and amortisation costs of labour. If this de- 
duction be not made, not only do we not eli- 
minate the difficulties met with in drawing 
comparisons, but further causes of uncertainty 
are introduced, in so much as subsistence costs 
vary from country to country—as already stated 
—and on the other hand, if in the course of 
time they tend to diminish with the diminution 
of the duration and laboriousness of the work, 
on the other, they tend, to increase—and this 
tendency is predominant—with the growth of 
technical progress and the consequent need of a 
longer period of professional education and 
training, and with the growth of psychical sub- 
sistence needs. 

A conspicuous objection to the proposed de- 
ductions may seem to be afforded by the fact 
that the satisfactions derived from consumption 
decline with the quantities consumed, so that 


(17) For the distinction drawn between ’’ physical sub- 
sistences ’ and "* psychic subsistences "’ sce more especially Le 
basi scientifiche della politica della popolazione, a study course 
given at the Rome University, collected by Dr. Giulio Rugiu, 
Rome, Istituto di Statistica, 1931, p. 212 et seq. 
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those which afford the greatest satisfactions are 
precisely those essential to the subsistence of the 
pulations. 

Following the same line of thought one 
might reply that the need for goods essential 
to subsistence, corresponds to suffering that the 
satisfactions derived from the said consumption 
only compensate. 

Moreover it must be pointed out that the 
criterion of satisfactions is not the only one to 
which one must refer in deciding if certain 

s should be included in income, for such 
a criterion would not allow of drawing a dis- 
tinction between income and the consumption 
of capital. 

When we talk of dynamic goods we mean 
events desired in so far as they add utility to 
those already existing as represented by static 
goods. Their estimation presupposes therefore 
that the static goods should not be partially 
consumed to obtain them, or, if partially con- 
sumed, that they be replaced, or that, in any 
case, the cost of such replacement be deducted 
from the income. And this holds good for 
human capital as well as for other static goods. 

Another striking objection is formulated by 
Kuznets, an American writer who in the last 
few years has devoted many and important 
studies to the income of his country, and has 
also traced the matter back to considerations 
of a general character. 

All forms of economic activity—he remarks 
—have as their ultimate purpose the satisfac- 
tion of human desires, and in estimating na- 
tional income the purpose is to measure the 
contribution it makes to this end. National 
income is for man, and not man for the in- 
crease of national income. Man should there- 
fore be considered as a consumer and not as a 
tool for the production of other goods and 
services, and national income must therefore 
correspond to the full value of the goods 
that economic activity places at the service of 
the consumers in the period considered, plus 
the net value of the increase of instrumental 
goods as shown at the end of that period. It 
would be justifiable to deduct the cost of pro- 
duction of human capital only if the ultimate 
Purpose of economic activity were the mere 
increase of available goods, in which case in- 
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come should include only the increase of such 
goods (material goods and population). (18) 

Now both the premise and the deduction 
are disputable. 

As regard the deductions, it is inaccurate to 
say that by deducting the production costs of 
human capital all expenditure on consumption 
is eliminated from income, and that only the 
net increase of goods existing at the end of the 
period would remain included therein. The 
fact is that only those consumption expenses 
necessary for securing new products (natural 
or human) would be eliminated. All consump- 
tion expenditure on superfluous goods and serv- 
ices would remain included. 

As regard the premise, it should be remem- 
bered that man is both a consumer and a pro- 
ducer; he is indeed the end but also the instru- 
ment of production; it is a mistake to consider 
only one of these two aspects, nor is it accurate 
to state that the ultimate purpose of economic 
activity is the satisfaction of human desires; 
the ultimate purpose is the satisfaction of those 
desires that exceed the needs of life and pro- 
duction. For this reason animals do not carry 
on economic activities, nor do primitive socie- 
ties that limit themselves to working in order to 
live, form economic societies. Economic activ- 
ity only arises when a society rises above the 
animal stage of production and work is carried 
on beyond the point required for assuring the 
mere necessities of life. (19) 

As we have observed from the start, income 
tends to measure the contribution that external 
rational dynamic goods make to human happi- 
ness, and happiness only begins when the es- 
sential needs of life are satisfied. Before that 
point is reached, the satisfaction of desires only 
represents the neutralisation of the sacrifice re- 


presented by the needs, 


10. - The difficulty just discussed is linked 
to another inherent in the estimation of in- 
come, a difficulty arising from public ex- 


(18) S. Kuznets, National income: A summary of findings, 
National Bureau of Economic Research, New York, 1946, 
pp- 113-116; National Income and its Composition, National 
Bureau of Economic Research, New York, 1941, pp. 57-58. 

(19) See in this connection the article The evolution of the 
Psychology of Work and Accumulation, in *’ Banca Nazionale 
de] Lavoro Quarterly Review ’’, No. 4, January, n. 1948, p. 207. 
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penditure (20). Should such expenditure be 
added to private incomes net of taxes or— 
and this in principle may seem to amount to 
the same thing—should these incomes be cal- 
culated as gross of taxes ? Or, if the first sys- 
tem be followed, should we add only part of 
the taxes, or, if the second is followed, should 
or should we not deduct part of them ? 

As a preliminary, we would point out that 
—even limiting ourselves to considering ordi- 
nary taxes and expenditures—the two systems 
above mentioned would really be equivalent 
if all public expenditure were met out of tax- 
ation. But, as is well known, this is not case, 
as the State may, and notoriously does, have 
recourse to other resources provided by the in- 
dustrial enterprises it operates, by rents or royal- 
ties obtained from leasing capital goods and 
national property, sometimes by interest earn- 
ed on loans. It should be added that as far as 
direct taxation is concerned, the alternative of 
considering either the gross or the net income 
offers no difficulty, but when it comes to in- 
direct taxation the incomes—if due account is 
taken of the purchasing power of money—are 


practically always estimated net of it, in as much 
as, when such taxes fall on the producer, they 
are considered as costs of production, when 
they fall on the consumer they lead to a rise of 
the purchasing prices, that is to a fall of the 


(20) See on this point my report Di alcune circostanze che 
nei tempi moderni tendono a far apparire |’incremento del red- 
dito nazionale maggiore del vero (Italian text and French trans- 
lation) presented to the XXII Session of the International Insti- 
tute of Statistics, London, 1934, and published in Vol. XXVIII, 
Part Il, of the ’’ Bulletin of the Int. Inst. of Stat.’’, 1935, p. 248 
et seq. The reasoning holds good in so far as the index number 
of the purchasing power of money is correctly caloulated from 
the purchasing prices paid by consumers majored by indirect 
taxation which falls on them, while, for the purpose of estimat- 
ing income, account must, of course, be taken of the sales 
prices net of indirect taxes, and so also in view of the compa- 
risons in space and time. We cannot, therefore, accept Hicks’ 
suggestion to add to the data on income deduced from sales 
prices, the yield of indirect taxes, when we are to apply to 
the data in question the index numbers of the purchasing power 
of the currency, which are based on purchasing prices inclusive 
of indirect taxes (see The Social Framework, op. cit., p. 207). 
Undoubtedly income consists of that which the producer obtains 
from the sale of his products, and the addition which the State 
obtains from it does not belong to the said income, whereas the 
purchasing power of that income is measured by the prices the 
recipient must pay for acquiring goods and services which prices 
are, on the contrary, inclusive of the levy the State has made 
through indirect taxation. We must not allow ourselves to be 
led into error by a desire of symmetry which, in this case, does 
not correspond with the purpose of the research. 


purchasing power of money which amounts to 
a reduction of the money income. 
Therefore, in practice, it is advisable to fol. 
low the first method, and the problem that has 
to be solved is whether the total amount of 
public expenditures, or only a part of it (and 
what part) should be added to the incomes of 
private persons, after deduction of direct taxes, 
At one time the first solution was the one 
mainly adopted, all taxes being considered as 
the equivalent of the real services rendered by 
the State to its citizens. I have frequently had 
occasion to remark that this is justified in the 
case of expenditures which directly satisfy con- 
sumer wants, but not of those which are of 
benefit to production (21), and the objection 
was recently presented once more in connection 
with the calculation of the national income of 
Great Britain (22). Here again there is a fail- 
ure to deduct some expenditures which leads 


(21) See my remarks during the discussion of the Report 
submitted by J.C. Sramp on the occasion of the centenary of 
the Royal Statistical Society of London, entitled Methods used 
in Different Countries for Estimating National Income, "’ Journal 
of the Royal Statistical Society ’’, 1934, Part III, as well as 
the report quoted in the previous note, presented at the session 
of the International Institute of Statistics held on the same 
occasion. For the precedents on this matter, see the paper 
presented in 1930 to the Tokio session of that same Institute 
under the title La determinazione della ricchezza e del reddito 
delle nazioni nel dopo guerra e il loro confronto col periodo pre- 
bellico, published in the *’ Bull. de I’Inst, Int. de Stat.”’, Tome 
XXV, 3me Livr., p. 368 et seq., and the considerations con- 
nected therewith, contained in the volume L’ammontare ¢ la 
composizione della ricchezza delle nazioni, Turin, Bocca, 1914, 
pp. 15-17. See also, in connection with these latter, the two 
essays by L. Ernaupi, Del cosidetto prelievo delle imposte ¢ dci 
suoi effetti sulla valutazione del reddito e della ricchezza di un 
paese, in ”* Riforma Sociale ’’, May-June 1939, and La indlu- 
sione del debito pubblico nelle valutazioni della ricchezza delle 
nazioni, in ’’ Bull. de |’Inst. Intern. de Stat. », Vol. XXVIII, 
11 Livr., 1935 (both reprinted in Saggi sul risparmio ¢ I'Impo- 
sta, Turin, Einaudi, 1941) as well the debate that took place at 
the International Institute of Statistics following on the presen- 
tation of the second essay (’’ Bull. de 1’Inst. Intern. de Stat.” 
Vol XXVII, 1 Livr., pp. 102-104). 

(22) E.H. Stern, Public Expenditure in the National 
Income, in *’ Economica ’’, Vol. X, N® 38, May 1943- Srexn 
quoted two works in support of the solution advocated by him 
and by me: Das deutsches Volkseinkommen vor und nach dem 
Kriege. Bearbeitet im Statistischen Reichsamt. Einzelnschriften 
ziir Statistik der Deutschen Reichs. N° 24, Berlin, 1932, and 
G. Coum, Public Revenue and Public Expenditure in National 
Income, Vol. I of the *’ Studies in Income and Wealth”, 
National Bureau of Economic Research, New York, 1937- 
Colm’s work was followed by an interesting discussion, but 
neither Colm nor any of those who took part in it, nor the 
authors of the paper of the Reichsamt, showed a knowledge 
of the previous works quoted in the notes (20) and (21). 
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to an exaggerated estimate of the national in- 
come. 

Some have replied that on the one hand 
it is practically impossible to draw a distinction 
between the two groups of expenditures and 
that in such conditions it proved advisable to 
neglect the second group, which obviously im- 
plies that this was considered secondary in com- 


parison with the first (23). 


(23) See Stamp’s reply, published a!so in the number of 
the Journal of the Royal Statistical Society, mentioned in 
note (21), the volume, already cited, by J. R. Hicxs, The Social 
Framework, and the article by K. W. Rornscmitp, Public Ex- 
penditure in the National Income: a note, in *’ Economica ”’, 
Vol. XI, N° 41, February 1944 (In that same number Stern's 
reply is published). Hicks in particular writes: '’ Being unable 
to draw a line, British statisticians have invariably decided to 
neglect the assistance given by the public services to the pro- 
duction of other goods; they treat the whole of the public 
services as direct services, ministering to consumers’ wants in 
the same way as consumption goods do ’’. (Op. cit., p. 135). 
Similar assertions are made by Rothschild who refers also to 
Hicks. 

Rothschild meant to defend the method followed in the 
English White Papers on the line of the rules proposed by 
J.E. Meape and R. Stone (The construction of Tables of 
National Income, Expenditure, Savings, and Investment, in 
"Economic Journal ’’, June-Sept., 1941), rules which he con- 
sidered consisted in adding to private incomes, net of all 
taxes, all public expenses. It seems however that the rule 
really adopted by those authors and followed in the White 
Papers was a different one and consisted in deducing income 
from private revenues inclusive of direct taxes, in as much as 
they allow consumption expenditures to be offset by direct tax- 
ation (which would not therefore be deducted from private 
incomes), and production expenses by indirect taxation (which 
would therefore be deducted). According to Stern, these hypo- 
theses came near to the facts in 1938 but not in 1940 (see the 
reply to Rothschild above quoted). 

In the case of the United States, several authors adopt a 
different rule, and admit that consumption expenses are equalled 
by the direct taxes paid by individuals (cfr. the works of 
S. Kuznets published by the National Bureau of Economic 
Research: National Product in War Time, 1945, p. 36, Natio- 
nal Product since 1869, 1946, p. 23, National Income, A Sum- 
mary of findings, 1946, pp. 132-133) and therefore, if I have 
understood them rightly, production expenses would be equalled 
by the indirect taxes paid by individuals, plus all the taxes 
paid by business firms. This rule is in contradiction with 
Derksen’s statement, according to which indirect taxes exceed 
production costs, so that the difference should be added to private 
incomes inclusive of direct taxes (see United Nations Economic 
and Social Council, World Statistical Congress, The Compara- 
bility of National Income Statistics, by Dr. J. B. D. Derksen, 
p. 16). 

On the other hand, a committee of English, Canadian and 
American statisticians (Kuznets was not one of them) who 
met in September 1944 in Washington, came to the conclusion 
“nat all taxes on corporate net income should be considered 
direct taxes and therefore should not be deducted from the 
corporate profits when calculating the national income (cfr. 
E. F, Denison, Report on Tripartite Discussions of National 
Income Measurement, in *’ Studies in Income and Wealth ”’, 


But the first of these arguments is inade- 
quate, because, even supposing that the dis- 
tinction cannot, in practice, be made, the prob- 
lem involved should be solved in principle, 
and, on the other hand, a distinction, even if 
it be but approximate, can certainly be made 
for a large part of the expenditures, sufficient 


National Bureau of Economic Research, Vol. X, New York, 
1947, Pp. 12). 

It must not, however, be forgotten that — as has already 
been recalled — ordinary revenues may be fed not only by 
direct and indirect taxation but by the proceeds of the properties 
or other economic activities of public bodies which in some 
countries are, indeed, of considerable importance, apart from the 
fact that ordinary expenditure is not always met — as the rules 
of sound finance would require — by ordinary revenue receipts 
but often by movements of capital. 

In the case of Italy in the financial year 1934-35, Dr. Gian- 
none has calculated that of 21.6 milliards of national revenue, 
2.8 were provided by movements of capital, 1.1 by advances or 
reimbursements, 1.0 by the revenue from national properties or 
Government economic activities, 4.7 by direct taxation, and 12 
by indirect taxation. The yield of direct taxation was therefore 
considerably below consumption expenses which, according to 
Giannone’s calculations, discussed further on in the text of this 
paper, amounted to 6.8 milliards, so that, if anyone had followed 
for Italy during that financial year the rule laid down in the 
White Papers for calculating income, he would have obtained 
figures considerably below the real ones. 

In reality, the hypothesis of an equivalence or, more generally, 
of a fixed ratio between consumption expenses and direct tax- 
ation on the one hand and production expenses and indirect 
taxation on the other has neither a theoretical nor an empirical 
foundation, and, if it may be approximately correct in one 
year or in one country, it may be very far from correct in 
others. It is indeed known that the relative importance of 
direct or indirect taxation, no less than that of revenues from 
properties has presented systematic variations in the course of 
time, and differs today very widely from one country to another 
(for particulars on this matter, the reader can consult, for 
instance, the Manuale della Scienza delle Finanze, already 
mentioned by F. Frora). It is known in particular that in 
abnormal periods, and more especially in periods of inflation, 
the importance of direct taxation declines, as it presupposes 
a certain degree of stability in the monetary values of incomes 
and capital, and greater recourse is had to indirect taxation, 
which follows more closely price variations (see on this point 
also Prime linee di Patologia economica, op. cit., p. 425 
et seq.), but it cannot be said that at the same time the 
importance of production grows in the same proportion as 
consumption expenses. After the previous world war it was 
found that in some countries (Italy, France, India) — either 
as the result of new legislation or of a pre-existent trend — 
the ratio of indirect to direct taxation was higher than in the 
pre-war period, while in other countries modifications in the 
fiscal system had occurred which had definitely raised the ratio 
of direct taxes, for instance in the United Kingdom from 48 
to 60 per cent., in Australia from 10 to 51 per cent., in Canada 
from 9g to 56 per cent. (Cfr. G. Finptay Suirras, The Science 
of Public Finance, MacMillan, London, 1924, pp. 160-161, 344 
and 407). Such differences evidently have no relation to the 
nature of public expenditure (satisfying consumption or increas- 
ing production), and make us understand how far we should 
be led from the truth by a general adoption of the criteria 
adopted by the aforesaid Anglo-Saxon authors, 
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for showing that the second argument is void 
of any foundation, as the second group of ex- 
penditures is never negligible and sometimes 
prevails over the first. 

An enquiry made at my suggestion by Dr. 
A. Giannone into the Italian budget for 1934- 
35 shows that the amount of expenditure on 
national defence and public safety, which it is 
indeed difficult to distribute between the two 
groups, amounted to 28.2 % of total expendi- 
tures. Of these a further 23.2 94 may be con- 
sidered as expenditures on production; 28.7 % 
as transfers (interest payments on the national 
debt) (24)—which should be blocked together 
with the expenditures on production (25) by 
those who, starting the calculation of the na- 
tional income from the sum total of private 
incomes after deduction of direct taxes, in- 
clude in it interest payments on the national 
debt on the same footing as those on private 
securities (26)—and lastly not more than 19.9 
per cent as expenditures on direct consumption. 


(24) Expenditures corresponding to capital movements have 
been excluded; so also have been the expenditures on pensions 
in so much as the salaries appear in the budget inclusive of the 
amounts held back for such purposes. 

(25) Public expenditures which increase production may ac- 
count for a variable fraction of production costs. Should they 
represent 100 per cent. thereof, they might be described as 
transfer expenditures ’’ or ’’ transfers’’. Thus the expenditures 
incurred for the production of the interest on governement 
securities are represented in their totality by the expenditures 
incurred by public bodies for the payment of the said interest 
and for administrative expenses connected therewith, expenditures 
which are therefore described as transfers. 

It is arbitrary to consider transfers as a sub-category of 
production expenditures; or to place them in a separate category. 
I prefer, at least for the purposes now considered, to treat 
them as a sub-category of production expenditures, as they have 
in common with them the essential features that are of im- 
portance in this matter. 

(26) National debt securities are included in private wealth, 
and therefore interest on them is included in the respective 
incomes, in as much as such payments are made out of the yield 
of the taxes levied on private wealth and for that part lower its 
value, or else from other revenues of the State, which proceed 
from capital goods not figuring as part of the national wealth, 
and which, if they were not absorbed by the service of the natio- 
nal debt, would make it possible to reduce the burden of tax- 
ation, thus raising the value of private properties. These taxes 
may weigh either on material wealth or on human capital. Those 
who include human capital as part of national wealth thus find 
that the increase of the wealth represented by government secu- 
rities is fully offset by a reduction of the value of other assets; 
those who do not include it must consider government securities, 
for the part for which their service is covered by taxes weigh- 
ing on human capital, as an addition to the other assets conse- 
quent on the capitalisation of the income from labour or, to 
express it otherwise, as a materialisation of human capital. See 
on this subject my writings quoted in notes (20) and (21) and 


Granted that military expenditures may be 
divided roughly in half between the two groups, 


34 % of the total outgoings of the budget 
should be calculated among the expenditures on 
consumption and 66 9/, among the expenditures 
on production. An the strength of these re. 
sults it would appear that only a little more 
than one third of the public expenditures 
should therefore be added to private incomes, 
net of taxation. 


Those who would exclude from private in. 
comes after deduction of direct taxes, the in 
terest payments on the national debt, and who 
would therefore deduct from the public ex. 
penditures to be distributed those representing 
transfers, would still find that more than half 
of such expenditures are production expenses 
and less than half consumption expenses to be 
added as such to the estimate of private in- 
comes after deduction of direct taxes. 


A similar calculation made for the Federal 
Budget and for the budgets of the several States 
of the United States, on the basis of the data 
partly obtained from returns and partly by cal- 
culations made by Nelson and Jackson (27), 


the articles Sul problema finanziario del dopo guerra, in ” Sup- 
plemento economico del giornale Il Tempo ’’, January 3, 1919, 
note (3), (reprinted in a pamphlet of the same title, cfr. note (2), 
on p. 9); Sulle valutazioni della ricchezza nazionale, in "’ Gior- 
nale degli Economisti ’’, July 1919 (reprinted in Problemi socio- 
logici della guerra, Zanichelli, 1921). Significato economico delle 
valutazioni della ricchezza nazionale, in *’ Giornale degli Econo- 
misti ’’, May-June, 1946. 

(27) R. W. Netson and D. Jackson, Allocation of benefits 
from Government Expenditures, in *’ Studies in income and 
wealth ’’, Vol. 2, New York, Nat. Bureau of Economic 
Research, 1938. An estimate of the government consumption 
expenditures is given also in Vol. III of the same publication by 
C. Warsurton (Three Estimates of the Value of the Nation's 
Output of Commodities and Services. A comparison), 

A distribution, even if only approximate, of consumption 
and production expenses must have been made by Stern for 
the British budgets of 1938 and 1940, for he asserts — as I 
have mentioned above [cfr. note (23)] — that production costs 
are roughly equivalent to the amount of indirect taxes in the 
former year but not in the latter, while an estimate of the 
governmental services by categories is given by T. Basa (Redi- 
stribution of Incomes through Public Finance in 1937, Oxford, 
1945). : 

A distribution of public expenses between production and 
consumption expenses was also made for Sweden by Dr. Kann 
Kock, but in conformity with criteria too conventional to allow 
of its being compared to the result obtained, in conformity 
with criteria more closely related to facts, for the United States 
of America and for Italy, In the first place, expenses relating 
to industrial and comparable activities wee excluded in Kock's 
distribution as were also the subventions or contributions © 
different purposes. The distribution therefore refers to expensts 





The Content and Use of Estimates of the National Income 


for 1936, has led to the following results: 41 9/, 
of the budget expenditure is seen to be ac- 
counted for by consumption expenses, 19 °% 
by production expenses, and 40 % by transfers. 
If the transfers are included in production ex- 
penses, the latter are found to account for 59 %, 
and consumption expenses for 41 %%. If trans- 
fers be excluded from the total expenditures, 
then barely one third would be accounted for 
by production expenses and a little more than 
two thirds by consumption expenses. 

While not concealing from ourselves the 
fact that the results may be affected by the dif- 
ferent criteria used in calculating them (28), 
we may conclude that the quota of consump- 
tion expenses will be found to be considerably 
smaller in Italy than in the United States. 
This can be accounted for by the less frequent 
intervention of American government bodies 
in the economic life of the country, due to a 
greater survival of the laissez-faire policy. 

It seems likely that if we were to examine 
the budgets of countries where government in- 
tervention is more marked, as in Russia, we 


should find that productive expenditures are 
of greater importance as compared to consump- 
tion expenditures, whereas the reverse may be 
expected in the former colonial countries in 
which the interference of the public author- 
ities in economic activity is still more restricted. 


incurred for constitutional and foreign affairs, for national 
defence, the administration of the law, church and education, 
arts and sciences as well as public health and public institutions. 
In the case of the local administrations, all expenses inourred 
for ecclesiastical purposes, poor relief, child welfare, public 
health and old age pensions were allotted to consumption, 
while the other expenses incurred by such administration, and 
all the expenses for Government were considered as being half 
consumption expenses and half production expenses. Cfr. E. Lin- 
pal, E. Dantcren and K. Kock, National Income of Sweden, 
1861-1930, London, King, 1937, Part I, pp. 227-228, and 
Part Il, pp. 556-576. 

The German Statistical Office, in the publication quoted in 
note (22), has not distributed public expenditure into production 
and consumption expenses, but has merely added to the other 
sources of national income that portion of consumption expenses 
(exclusive of such mixed expenses as those for national defence) 
which exceeded those taxes that were not deducted from private 
imcomes as production costs. See pp. 15-16 and 55-60 of the 
publication quoted in note (22). 

(28) To make the data more exactly comparable, Dr. Gian- 
none is remaking the calculations for Italy in conformity with 
the rules followed by Nelson and Jackson, and viceversa the 
calculations for the Federal budget of the United States in 
conformity with the criteria he has adopted for Italy. 
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In the course of time the action of the State 
—at first limited essentially to defence against 
external enemies and to the maintenance of 
order at home, to diplomatic relations with for- 
eign countries, the administration of justice and 
public education—has gradually developed, a: 
first regulating national economy and later on 
participating directly in it. 

Now the activities of the first group are 
carried on to a great extent in the interest of 
the citizens as consumers; those of the second 
group are above all carried on for the benefit 
of production. In Italy, Dr. Giannone has 
ascertained that the percentage of production 
expenses for the Ministries of the Interior, Jus- 
tice, Foreign Affairs, Aeronautics, Navy, War, 
the Colonies, and Education, varies between 
19.2 and 55.7 °, with an average of 45.6 °/; 
while in the case of the Ministries of an eco- 
nomic character (Finance, Agriculture, Com- 
munications, Public Works, Corporations) the 
percentages vary from 62.8 to 98.4 94, with an 
average of 81.5 °%. 

In the United States, the Federal budget, 
which has grown more recently than those of 
several States, assigns a larger quota to pro- 
ductive expenses and a smaller quota to ccn- 
sumption expenses than do the budgets of the 
latter. Thus, according to the results arrived 
at by Nelson and Jackson, consumption ex- 
penses represent, in the case of the former, 27.7 
per cent of the whole and in the case of the 
latter 53.9 °4, and production expenses strictly 
considered 21.6°% and 16.8°% respectively, 
while transfers account for 50.7°/, for the 
for the former and 29.3 9 for the latter. 

The question has been asked, how should 
useless public expenditures be considered ? It 
is, indeed, difficult to suppose that expenses 
are incurred that are deemed useless by those 
who make them; there may be public ex- 
penses that others judge useless, but if the Gov- 
ernment incurs them it is because it does not 
consider them useless, 

When such a question is asked people are 
thinking probably of excavating works or other 
similar jobs paid for in abnormal times to give 
work to the unemployed, which are not, so far 
as one can see, productive of wealth. The 
Government, however, expects to obtain there- 
from a return in the form of social quiet which 
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might otherwise be disturbed. Now, in so far 
as such disturbances might injure production, 
the public expenditure in question should be 
considered as a productive one; in so far as 
they might compromise personal safety or the 
satisfaction obtained by the consumption of 
goods and services, the expenditure should be 
considered as made for consumption. 

Until it is possible to distribute, at least 
approximately, public expenditures between 
those for production and those for consump- 
tion we shall therefore be faced by another 
difficulty in making international comparisons 
of the incomes at various times and in various 
countries. 

And when, as is often the case, the whole 
amount of public expenditures is added to pri- 
vate incomes, after deduction of direct tax- 
ation, another circumstance arises which tends 
to exaggerate the estimates of national income 
in a measure that increases in time, and in a 
greater degree in countries of a more developed 
economic organisation, thus emphasising the 
real differences occurring in time and space. 

And here it should be noted that the same 
question that arises for public expenditures 
arises in the case of those made by other bodies 
and defrayed out of contributions—not only 
compulsory contributions but also optional ones 
as in the case of some for trade or professional 
unions—and in some cases it also arises for 
voluntary expenditures such as those made for 
insurance policies, purchases by instalments, 
and for amortising debts. What indeed matters 
is not the character, obligatory or optional, of 
the disbursement, but its use for production 
or for consumption. If the disbursement does 
not represent an allocation of income but an 
expense incurred for the production of the in- 
come one receives, it should be deduced from 
receipts in order to ascertain the income in 
question. It should not, of course, be deducted 
if it is not necessary for the conservation of the 
income received but directed to increase it, as 
in that case such expenditure would amount to 
an investment of capital. (29) 


(29) There are cases in which the Government does not 
spend but saves: for instance, when it accumulates gold or gold 
exchange bills. Obviously, such saving must be added to 
private income net of taxes, for the purpose of obtaining the 
national income, This offers no difficulty. 


11. - A matter that has acquired import 
ance, above all in relation to the post-war situa- 
tion, is that of the effects on national income 
of gains and losses independent of human effort 
directed towards production. 

What we have said above in relation to un- 
earned income and to the notion of dynamic 
goods in relation to static goods already points 
to the solution to be given to this question but 
it will be well to stop and justify it in detail, 

The entrepreneur’s profits obviously arise 
from the value of the products, after deducting 
all expenses incurred for raw materials, power, 
and labour used, interest on and amortisation 
of capital, taxes and duties and so forth. It 
depends not only on the work of the enter- 
preneur but also on variations in the prices of 
the raw materials and other factors of produc- 
tion. It is the business of the entrepreneur to 
take the risks involved. If, in the interval, the 
metals used in building a machine double their 
prices, the market value of the machine, deter- 
mined essentially by the cost of replacement, 
will obviously be affected. Should prices of 
metals rise, that value will naturally increase; if 
they fall, it will be lowered. Any farmer knows 
that profits on his livestock depend not only on 
the increased weight of the animals but also, 
and to a marked degree, on the variations of 
prices affected by the pressure of supply and de- 
mand, Likewise, in a silk mill profits and los- 
ses depend to an essential degree on the varia- 
tions in the price of the product as compared to 
that paid for the cocoons. It might seem absurd 
to say to the farmer and to the mill-owner that 
their income cannot be deduced from their 
actual earnings, but from the earnings they 
should have made had it not been for the va- 
riations in the prices of the factors of pro 
duction. 

Now, there would seem to be no reason 
why the principle followed should differ if the 
variations have occurred during the period of 
production rather than after the product has 
been finished. And so today the losses silk- 
spinners are meeting as a result of the fall in 
the value of the silk they have in stock, evi 
dently react on their incomes neither more nor 
less than they would have done if they had 
occurred during the period of production. 
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On the other hand, it should be noted that 
in those branches of activity in which a spe- 
culative market is highly developed, it is the 
speculators who take on the risk of the price 
variations by purchasing the goods in advance. 
Indeed, from the theoretic standpoint we could 
easily conceive of a limit within which they 
would take over the whole risk in all branches 
of economic activity, and in such a case all 
the contingent profits and losses would appear 
in national income as the result of the profes- 
sional activity of this set of people. Nor can 
we admit that the total amount of the national 
income would differ because, under the present 
social system, profits and losses affect the in- 
come of one rather than of another group of 

le. 

It should also be noted that if no account 
be taken of increases in the value of goods for 
the purpose of determining income, then it is 
difficult to see in what the income of the com- 
mercial classes consists. 

Nor would it be a valid objection to say 
that income—apart from personal services— 
is represented by an increase of goods, because 
the increase must be understood not only as 
quantitative but also as qualitative and among 
the qualities to be taken into account there is 
also that of the per unit value of the goods, 
which is indeed the fundamental quality that 
has to be considered. 

This justifies the method followed by those 
estimators of the income of the United States 
who, taking into account during the last world 
economic depression the loss in value of pro- 
ductive goods, arrived at a negative result for 
1932, 

In conformity with the same principles, ac- 
count should be taken when estimating in- 
come, not only of the variations due to con- 
juncture but also of losses suffered or eventually 
gains realised for other causes during or after 
the period of production. 

If a hurricane lodges or destroys the crops 
before they are ripe there is no doubt that the 
farmer’s income is curtailed or annulled there- 
by and so also if the harm is done when they 
are ripe but before they are gathered in. There 
would seem to be no reason why the economic 
effect on the national income should be other 
if the loss occurs during the harvest or when 


the crops have been stored. The economic re- 
sults are obviously the same, and as regards 
the legal effects for the farmer the results de- 
pend on the time when he has sold the crop 
not less than on the time when the loss oc- 
curred, as he may have sold it before the cycle 
of agricultural production started, by leasing 
the farm; or when the crop was ripe but before 
gathering it, if he sold the growing crop; or 
after the harvest but before storing it, if the 
crop was transported by the purchaser him- 
self; or lastly when the crop was stored in the 
warehouse. 

What we have said for loss caused by a 
hurricane can be repeated for losses caused by 
other natural phenomena, such as eruptions, 
earthquakes, landslips, the advance of sand 
dunes, soil erosion or immersion of lands, and 
in this connection is should be noted that such 
natural phenomena do not always cause losses 
but sometimes lead to advantages, as occurs in 
the case of the emergence of lands which in 
some countries, as has been the case in Swe- 
den, acquire no small importance, even over 
relatively brief periods. 

Nor is there any reason to draw a distinct- 
ion between the losses caused by nature and 
those caused by man, all the more so as in some 
cases, such as fires, it may be uncertain wheth- 
er they were natural, or due to culpable 
negligence or fraud. Obviously, the economic 
effects of such events do-not depend on the 
agent or on his intentions, but on the result. 
Moreover, do not those laws and administrative 
acts which affect sometimes favourably—as they 
always should—but unfortunately often hinder 
and injure production, depend on man ? And 
production, as is moreover natural, is cal- 
culated for what it is, as obtained under exist- 
ing laws and administrative regulations, wheth- 
er their effect be to increase or curtail it. 

Obviously the destructions and losses caused 
by riots or by wars must be treated in the same 
way as those caused by nature or by fires, 
whether due to natural, culpable, or fraudulent 
causes. And in the case of loss due to war, it 
is not always necessary that the hostilities take 
place on the territory of the State that suffers 
the loss, which may be caused by the inter- 
ruption of supplies, or by reduced production, 
or by the use of production for military pur- 
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poses, all circumstances which may funda- 
mentally upset market conditions. 

In this connection some would like to draw 
a distinction between curtailments and increa- 
ses of income brought about, even if indepen- 
dently of the productive activity of man, dur- 
ing the period of production, and the losses or 
advantages affecting capital. But, as we have 
already remarked, it is often difficult to decide 
when the product ceases to be income to be- 
come capital. Should we consider that the 
ultimate product which is awaiting sale has 
been passed over into capital account? And 
should we not deduct from income rather than 
from capital the losses that so many products, 
and more especially animal and plant products, 
suffer during the period of waiting ? It should 
be noted that in the case of many products a 
more or less long period of waiting is normal 
and the deterioration thus suffered is foreseen 
and calculated. 

On the other hand, there are some products 
(as, for instance, certain kinds of wine) that 
require a long period for ageing or at least are 
improved thereby. When can the product be 
said to be finished ? And should not the in- 
creased value acquired by the products as the 
normal result of ageing be calculated in the 
income ? But if normal rise in value is reck- 
oned as an asset, how is it possible not to reck- 
on normal deterioration or exceptional losses 
as a liability ? 

On the other hand, what we have said 
about dynamic goods shows that they are such, 
only in so far as they are considered as an addi- 
tion to pre-existing static goods. 

We are led to the same conclusion when 
we consider that income represents a contri- 
bution of a continuous nature, as this presup- 
poses the permanence of the capital, and con- 
sequently its replacement if it has been cut into. 

Income account is certainly different from 
capital account, even if the line of demarcation 
between the two is not clearly defined. But 
income account is subordinate to that of capital, 
and one cannot open the chapter on income 
until the account for capital has been balanced. 

It should, moreover, be noted that the inde- 
pendence of income from conjuncture or from 
other variations foreign to the act of production 
may to a large extent—and so indeed it actual- 


ly is, though to varying degrees in the several 
countries—be secured by insurance. The ya. 
riations arising from such factors are thus taken 
into account when calculating the income of 
the insurers, and here again we may repeat 
what we said in the case of speculators: the 
fact that the variations in income are distri. 
buted in different measure over the several 
members of the community cannot lead to a 
different valuation of its total amount. 

In addition to outside insurance there are 
the inside insurances, made by forming security 
depreciation reserves, reserves for indemnities 
to dismissed employees, and so forth. 

Therefore those writers who refuse to take 
into account, when calculating income, the loss- 
es or curtailments of capital independent of the 
process of production, find themselves compell- 
ed to make an exception for all insurable loss- 
es, by which they mean all those losses against 
which the entrepreneur normally protects him- 
self either by a formal insurance policy or by 
other prudential measures (30). But the entre- 
preneur protects, or at least tries to protect, 
himself against all losses, whether caused by 
natural agencies, such as a hurricane, or by 
human action, such, for instance, as bombard- 
ments, or torpedoing, or breakage of windows, 
or theft, or those caused sometimes by nature 
and sometimes by man, such as fires. 

The conclusion we are led to is that in order 
to avoid incertitudes and incongruities, account 
must be taken, in estimating income, of the 
losses and also of the advantages arising from 
all kinds of causes. These, indeed, modify the 
national dividend which, as we observed at the 
start, is an objective data. We should add— 
and this argument, even if there were no other, 
would in itself be decisive—that, if they be not 
taken into account, income would no longer 
answer the purpose of measuring welfare, i. 
the contribution made by external rational goods 
to our happiness. The contribution depends 
indeed on the physical qualities of the goods 
and not on the means by which these have 
been obtained. To justify the exclusion from 
income of any increase of goods not due to 
productive activity, we should have to prove 
that a ton of iron, laboriously excavated from 


(30) Cfr. Picou, op. cit., p. 4. 
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the bowels of the earth, contributes—intrinsic 
qualities and accessibility being equal—more to 
our prosperity than a ton of iron of a meteorite 
fallen from heaven. 


12. - The income, or dividend, or revenue 
of a nation in a given period of time therefore 
corresponds to the real increase (which under 
exceptional circumstances may even be nega- 
tive) of wealth resulting at the close of the 
period, to which must be added the wealth the 
community has consumed during the interval 
and the value of the superfluous services en- 
joyed by it during the same period, the increase 
of wealth including not only the material in- 
crease of goods and their physical modifica- 
tions, but also the increase of their value. 
Should there be productive services which have 
not yet had the time to have an effect on the 
value of material objects such as, in the opinion 
of some, the goodwill of undertakings, their 
value also should be included in the calculation. 

The notion of national income or dividend 
we thus reach, coincides with the notion of 
income or dividend adopted by accountants in 
calculating the economic situation of a busi- 
ness (31). The divergency that some saw fit 
to find between the two notions depended in 
reality on an insufficiently deep analysis. 

It corresponds moreover, in so far as this is 
compatible with practical exigencies, to the po- 
licies guiding the action of the Treasury. That 
action affords a valuable touchstone for testing 
theoretical structures as it arises from the logic 
of facts which is often superior to the logic of 
reasoning. 


13. - If we compare the definition at which 
we have arrived with that currently adopted, 
we shall find that it differs therefrom in two 
particulars. 

Income is currently defined as the sum of 
goods that are added, in a given community 
or on a given territory, during the interval of 
time considered, to pre-existent goods, plus the 
personal services that have been enjoyed dur- 
ing that period, or else—which amounts to the 
same thing—to the increase of the sum total 


_ Gt) See, above all, Gixo Zappa, Il reddito di impresa, 
Giuffré, Milan, 1939. 


of goods ascertained at the end of the period 
considered, increased by the goods consumed 
and by the services enjoyed by persons during 
that same period. 

Our definition differs from the latter in the 
first place because it specifies that goods and 
services which form part of income should be 
considered in function of their value and not 
of their volume; this is moreover necessary if 
we are to have a measure which will allow of 
summing them up. 

It differs from it in the second place be- 
cause it specifies that the services to be added 
to the increment of goods, resulting at the end 
of the interval, are not all personal services but 
only superfluous ones — for services essential 
or useful to people must be considered as the 
cost of production of the human capital. This 
restriction is a consequence of the extension of 
the notion of human capital, repeatedly advo- 
cated by economists and by statisticians and 
which is advisable not only for reasons of co- 
herence, but also for practical considerations, as 
not only in the appraisement of income but also 
in the kindred appraisement of wealth, it eli- 
minates difficulties and incongruities. (32). 

The other observations made in this article 
on goods that escape the possibility of appraise- 
ment either because they are superabundant, 
or strictly personal, or of widespread utility, or 
are generally not included in the calculation 
because, although exchangeable, they are not ex- 
changed, and viceversa on receipts which are 
illegitimately included in the income, although 
they do not correspond to any production of 
goods or prestation of services, and likewise 
the observations on the incomplete deduction 
of production costs, refer not to the theoretical 
content of the notion of income but to its prac- 
tical determination. 

It is worth while noting that the deduction 
of the production costs of human capital, while 
presenting many difficulties and uncertainties, 
yet reduces the range of many of the other dif- 
ficulties to which we have called attention, in 
as much as a large part of the superabundant 
or strictly personal goods or of those of wide- 
spread utility, as well as many goods exchan- 


(32) On the advantages of including human capital for the 
purposes of estimating wealth, see our articles cited in note (4). 
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geable but not exchanged which we enjoy, 
and also a large portion of the personal serv- 
ices rendered by the State and by public bodies, 
are necessary for the maintenance of the po- 
pulation and, as such, are part of the production 
costs of human capital. 


14. - In this connection it is well to remem- 
ber that the notions of income, revenue 
and dividend did not arise with reference to 
the nation, but with reference to a business, 
and more especially as regards the notion of 
dividend, they arose with reference to a busi- 
ness company and were subsequently extended 
to the nation. If in using these expressions we 
lose sight of their original meaning it can but 
give rise to misunderstandings and confusion. 

In considering two commercial companies, 
both of which close the business year with the 
same net product, but one of which comes out 
with capital and reserves intact, while in the 
case of the other its capital is impoverished 
and its reserves eaten into, nobody will say that 
they have the same dividend. The first com- 
pany may indeed distribute the whole of its 
net proceeds among its shareholders; but were 
the second to do so its directors would incur, 
under Italiani law and I believe under that of 
all civilised countries, very serious responsibi- 
lities. The law indeed prescribes that no dis- 
tribution of dividends may be made other than 
on profits really realised, and therefore only 
when the company’s capital and reserve fund 


have been replaced. 


15. - It may be said in this connection that 
the arguments brought forward may be accept- 
ed but that their consequences should not be 
exaggerated. Let us admit that to ascertain the 
national income or dividend over a certain pe- 
riod of time we should deduct from net pro- 
duction (or possibly add to it) the liabilities (or 
respectively the assets) obtained as a result of 
causes independent of the production secured 
during the period of time considered, without 
however deducting the liabilities left by the 
past. It may therefore be that, in a given year, 
the national income may be negative, as in 
1932 in America, owing to conjuncture, or in 
1943, 1944, and 1945 in Italy owing to the 
war; but this does not mean that before ascer- 


taining the Italian income in 1946, 1947, or 
1948, the war losses suffered during the pre. 
vious years must be fully repaired. Each an- 
nual balance sheet must be drawn up independ. 
ently of the past. 

This is certainly not the system followed by 
a business company: the losses of one year, 
when they exceed the possibility of the balance. 
sheet to repair them, are distributed over future 
years, and dividends are not distributed until 
capital losses have been completely wiped out 
and the reserves replaced. 

In reply to this it may be said that, when 
a commercial company’s capital is impoverish- 
ed or destroyed, it need not necessarily be re- 
constituted. The company may very well te- 
duce its capital, or be wound up and reorgan- 
ised on a more limited basis. Thus, after 


losing the war, the former Italy could be 
ideally dissolved and a smaller and poorer Italy, 
resigned to the losses suffered, could be reor- 
ganised in her place. 

But such a view of the problem is funda. 
mentally erroneous. 

The old organismic school—exaggerated 


and artificial and sometimes puerile in its con- 
ceptions as it was—had one great merit which 
redeems all its faults, that of having shown 
the indissoluble tie that binds together the sev- 
eral organs and apparatus and the several func- 
tions of modern society, making it impossible 
to destroy or injure one without endangering 
the working of the whole. This is a truth 
that has been taken up again and developed 
by the neo-organismic school with special re- 
ference to civilised nations, and applied by 
the functional school to primitive societies, and 
extended by the ecological conception to all 
communities of living creatures. 

Nations indeed are not, like commercial 
companies, artificial creations of man: they afe 
organisms deeply rooted in history and, as such, 
they have their requirements and characteristics 
of life. They either live and gradually recon- 
struct their capital, or they cannot reconstruct 
it and they die. What should we say of a 
doctor who, when treating a convalescent who 
has lost half his weight in an illness, were to 
calculate his food needs without taking into 
consideration his need of putting on flesh ? Re- 
ferring to nations, I have already observed on 
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another occasion that the curve of the growth 
of the wealth of modern States, if studied over 
iods of a certain length, proceeds on lines 
practically independent of the wars that each 
has suffered, and no substantial difference will 
be found between those that have fought most 
wars and those that have been almost free of 
them. Such States are those which have sur- 
vived in the struggle for life, and after each 
war all of them have reconstructed their 
wealth, more or less easily, more or less labor- 
iously. Those who have been unable to do so 
have disappeared from the stage of history. 

Let us come back to Italy. 

Italy had at last attained—at none too high 
alevel, it is true—her economic equilibrium as 
determined by her territory, her climate, the 
number and quality of her inhabitants. The 
mutilation of her territory imposed on her— 
though painful for us and objectively consid- 
ered unjust, and injurious also to the interna- 
tional community—is not however such as to 
upset fundamentally the conditions of equili- 
brium (just as the former territorial aggrega- 
tions following on the victory of 1918 and more 
important than the present amputations, did 
not fundamentally alter them) and equilibrium 
will be restored at much the same level when 
the national capital will have been substantially 
replaced. 

Nor is it any good to say that there are 
many nations poorer than Italy which are nev- 
ettheless alive and vital. Each nation, like each 
organism, has its own equilibrium. Because 
there are healthy and robust persons whose nor- 
mal weight is 50 kgs, that does not mean that 
aperson who normally weight 80 kgs can safely 
bring his weight down to 50. His organism 
cannot survive when his weight is reduced 
to 50 kgs, and if illness or hunger has brought 
him down to that weight temporarily, he must 
ina reasonable length of time either regain his 
equilibrium or die. 

Italy has come out of the last war like an 
organism which, when well, weighed 80 kgs 
and which, reduced by illness to 50 kgs, is in 
a serious pathological condition and therefore 
unable to rely solely on its own efforts to live. 
And indeed, if Italy has so far survived the 
aisis this is due to the help given her by bene- 
volent nations and more especially by America. 


How can Italy be said to have—apart from 
that help—a positive national income or divi- 
dend, when all agree that her production is 
not even enough to afford a living to her po- 
pulation ? It is indeed true that the thought- 
lessness of the people and the foolishness or 
weakness of the Government is such that many 
non-essentials are purchased which a poverty- 
stricken country ought not rightly to afford; 
but, if a convalescent patient wastes his strength 
foolishly, that does not justify us in describing 
him as cured; if a person full of debts wastes 
part of the money he has suceeded in scraping 
together from the charity of others, that is no 
reason for saying that his accounts balance. It 
is useless to deceive oneself into supposing there 
is something to divide when one has not yet 
enough to live on, and it is extremely danger- 
ous to go about saying so at a time when so 
many—who are also needy even if iess so than 
we are—desire to secure a part of what we 
still have. 


16. - When statisticians and accountants 
speak of income they mean an objective sum 
that can be ascertained at the close of each busi- 
ness year. 

Some economists have remarked that cal- 
culations of income thus understood, have their 
place in economic and statistical history; they 
are a useful measuring-rod for economic prog- 
ress, but they have no significance for human 
conduct, which is based instead on the expect- 
ation of income, and so are of no use to 
theoretical economics, which endeavour to de- 
termine the regularities of economic behav- 
iour. (33) 

It goes without saying that the income 
forecasts, that may be made before or during 
the business year, entail difficulties and raise 
further problems in addition to those we have 
examined, as when, for instance, the yield of 
capital or the price level varies during the year; 
undoubtedly such problems must be studied 
and may give rise to interesting discussions. 
But all this does not authorise us to change— 
as is nevertheless done—the definition of in- 
come, describing as such not the objective quan- 


(33) See J. R. Hicxs, Value and Capital, An inquiry into 
some fundamental prinaples of economic theory, Oxford, Cla- 
rendon Press, 1939, Chap. XIV, Income. 
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tity defined by accountants and statisticians 
but the expected amount, which must inevitably 
be more or less subjective. Our whole conduct 
is guided by expectations, the expectation of 
sun or rain, of crops, of imports and exports, 
of production and of strikes, of the course of 
political events, of peace and war; but that 
does not mean that the students of human 
conduct must change the definition of these 
events, replacing their objective notions by sub- 
jective expectations entertained about them by 
individuals. Such a procedure would not con- 
tribute to the progress of science and can only 
be a source of misunderstandings. 

No more acceptable is the proposal— 
brought forward by some other distinguished 
economists—which when determining income 
would replace the condition of the maintenance 
of capital by the condition of the maintenance 
of the income itself (34). An attempt is made 
to justify this proposal by the consideration 
that the maintenance of capital is of import- 
ance not in itself but in so much as the varia- 
tions of capital would entail variations of the 
income. 


From the standpoint of logic the thesis is 
no more sustainable than it would be for those 
who believe that heavenly life is the purpose 
of earthly life to exchange the latter for the 


former. Behaviour here and now must not be 
confused with the purposes it has in view. In 
practice, the proposal would lead us to take 
into account, when determining income, not 
all the active or passive incomings and out- 
goings independent of human productive effort, 
but only the interests on their amount, and 
would come up against the difficulty, in many 
cases practically insuperable, of deciding what 
part of the assets or of liabilities is due to 
human work and what to conjuncture and oth- 
er accidental factors. 


17. - There is a net difference between the 
notion of national income or dividend or re- 
venue and the notion of net production, The 
latter may be defined as the whole body of 


(34) See F. A. Hayvex, The Maintenance of Capital, in 
** Economica *’, August, 1935, and The ‘pure Theory of Capital, 
Macmillan, London, 1941. Cfr. also on this subject A. GamBino, 
La teoria pura del capitale e la politica bancaria, in *’ Giornale 
degli Economisti e Annali di Economia’’, Year VI, May- 
August, 1947. 


goods for consumption or production secured 
during a given time by means of human actiy. 
ity, net of the costs necessary for securing them, 
plus the personal services rendered in the same 
unit of time. It implies a voluntary act, and 
therefore, strictly speaking, should be deduced 
from the value added by labour, excluding all 
causes raising or lowering values, all causes of 
gains or losses, extraneous to the human actiy- 
ity expended on it. 

It is however the current—if not the logical 
—habit to take also into account gains and |oss- 
es incurred as the result of causes extraneous 
to human productive activity, when they come 
into play: in the course of production, whose 
term on, the other hand is not always easy to 
delimit. This procedure is justified by the fact 
that in the act of production human labour 
does nothing but set in motion and supervise 
the action of natural agents, an action which 
in many branches of production, as, for instance, 
in the case of industry, is surely predictable, 
thus enabling man to ascribe the results to him- 
self, but which in others, as, for instance, in 
agriculture, hunting, fishing, is not predictable, 
so that it is practically impossible to say what 
portion of the results should be ascribed to the 
work applied to production and what to natu- 
ral unforeseen factors. And not less impossible 
is it to say what would be the result of the 
human economic activity, apart from the legis- 
lative and administrative provisions of the so- 
ciety in which it is carried on. 

We may grant that in normal times the 
two notions of net production and income or 
dividend coincide pretty closely. They coin- 
cide—of course—for global income or dividend 
on the one side, and global net production on 
the other; not for individual branches of pro- 
duction such as the silk industry, for instance, 
or stock-breeding. 

But in exceptional times, net production 
and national dividend may differ decisively. 
Even in such times it is, of course, possible to 
calculate net production, but it must be kept 
clearly apart from the calculation of national 
dividend, and it may be extremely dangerous, 
as I have shown elsewhere, to confuse the two 
notions. (35). 


(35) See more especially the article Intorno al reddito ¢ 
alla capacita di pagamento dell’Italia neil’ora presente, ™ 
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18. - Having admitted that the determin- 
ation of net production cannot, in exceptional 
times, afford a measure of the national dividend, 
we must enquire of what use it may be. 

It can serve several purposes. In the first 
place it can be used for measuring one of the 
components, which is usually the most, and 
certainly in any case one of the more important 
components of the said dividend; it can furn- 
ish—better however, as we shall show, as gross 
rather than as net production—an essential 
datum for calculating the volume of the ex- 
changes or that of the demand or purchasing 
sower of nations; and lastly it can supply a 
factor for calculating—even if on the basis of 
sme suppositions—the time required for re- 

iring war losses. 

It should however be borne in mind, for 
this as for any other purpose, that until the 
national organism has reconstituted its normal 
wealth and thus reacquired its economic equi- 
librium, the data on production can only have 
a contingent significance, so that one is not 
authorised to extend them to the future as 
though they provided a permanent substantial 
characteristic of the nation. 

Apart from a curtailment of the national 
apital, many other circumstances may inter- 
vene, in pathological periods, to make the eco- 
nomic future of a country uncertain, thus de- 
priving the data on net production of that cha- 
racteristic of expected permanence which ma- 
kes them an index of the productive potential 
of the nation. 

Normally, while net income and production 
practically coincide, income is said to give the 
measure of the productive potential of the na- 
tion. It would however be erroneous for the 
tasons above explained, to deduce from this 
that when this coincidence is missing—because 
part of production, before being reckoned in 
the income, has been set aside to cover the loss- 
«suffered by national capital—net production 
nevertheless always supplies the index where- 
by to measure the productive potential of the 
nation. 

Thus, it is quite impossible for Italy to de- 
duce now her productive power from her pre- 
"Economia ¢ Commercio ’’, Rome, N° 4, 1946. A Spanish 


tanslation appeared in '* Anales de la Academia de Ciencias 
Economicas "*, Series 2, Vol. IV, N® 3, Buenos Ayres, 1946. 
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sent production. Her present production is 
secured not by her own means but by means 
of external help, whose continuance in the fu- 
ture does not depend on the will of the na- 
tion, and the cessation of which might lead to 
the collapse and disintegration of her economic 
organisation. This is clearly realised abroad, 
and it is on the basis of this presumption 
that help is given her. Let us be careful not to 
give, by ill-considered calculations that may 
lend themselves to divergent interpretations, a 
different impression. 


19. - The notion of income that we have 
stated may be called a ” dynamic” notion in 
as much as it includes in income all desired 
events or even, as was said, a ” transformist ” 
notion in as much as all events of such a de- 
scription consist in a permanent or transitory 
modification of static goods. 

This notion, which after all only defines 
more accurately the current one, differs from 
the two extremist notions, the materialistic and 
the functional notions of income, which we 
must take into consideration so as to show the 
differences between them and the current no- 
tion, and examine each of them to see if it 
is founded or unfounded. 

The so-called materialistic notion of income 
has the support of the Hungarian school and 
more especially of Prof. Frederick von Fell- 
ner (36) and it is adopted in the present offi. 
cial estimates by Soviet Russia (37). The defi- 
nition of income given by Adam Smith was 
also given this interpretation. (38) 


(36) See more especially: Die Schdtzung des Volkseinkom- 
mens, ** Bulletin de 1"Institut International de Statistique "’, 
Vol. XIV, 3rd issue, 1905, p. 109 et seq.; Das Volkseinkommen 
Oesterreichs und Ungarn, "’ Statistische Monatsschrift’’, XXI 
Jahrgang, 1917. 

(37) See P. A. Baran, National Income and Product of the 
U.S.S.R. in 1940, in "’ The Review of Economic Statistics "’, 
Vol. XXIX, N° 4, Nov. 1947, pp. 226-227; S. N. Proxopovicz, 
Russlands Volkswirstschaft unter den Sowjets, Europa Verlag, 
Ziirich-New York, 1944, Kap. VI: Das Volkseinkommen, p. 352- 
366; P. Srupentsxy and J. Wyer, National Income Estimates of 
Soviet Russia - Their distinguishing Characteristics and Problems, 
in ** Papers and Proceedings of the LIX Annual Meeting of the 
Amer. Econ. Ass., Atlantic City, January 23-26, 1947, American 
Economic Review "’, Vol. XXXVII, N° 2, May 1947, p. 505 
et seq. 

(38) The definition reads as follows: *’ The gross revenue 
of all the inhabitants of a great country comprehends the whole 
annual produce of their land and labour; the neat revenue, 
what remains free to them after deducting the expense of 
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According to this notion, income is limited 
to the increase of wealth. 

” Real” services, i.¢., those directed to the 
production, conservation or improvement of 
wealth, are not included in income. Their ex- 
clusion however is only apparent, as the ex- 
penditures on services that have produced in- 
crements of wealth would not be deducted from 
them as costs of production, nor would the 
services which have conserved pre-existent 
wealth be deducted as amortisation costs. Per- 
sonal services are likewise excluded — and this 
is where this notion differs essentially from the 
current notion of income. 

On the other hand, the extent of the latter 
services will depend on whether we limit the 
notion of wealth to material goods, movable 
or immovable, or whether human capital also 
is included in it. In the former case, indeed, 
useful personal services would be placed on 
the same level as real services in so far as they 
increase the human capital, and only super- 
fluous personal services, which pass without 
leaving any permanent trace in the shape of 
an increase of human capital, would be ex- 
cluded. 

The practical acceptability of this exclusion 
may however be easily contested. 

Indeed, the personal services which would 
thus be excluded are constantly exchangeable 
on the market with real services and material 
goods. The economic equivalence the exchange 
establishes cannot therefore be ignored nor be 
unrecognised by statisticians. 

The functional notion of income was pro- 
posed by Irving Fisher, the well known Ame- 


maintaining, first their fixed and secondly their circulating 
capital; or what, without encroaching upon their capital, they 
can place in their stock reserved for immediate consumption, 
or spend upon their subsistence, conveniencies and amusements. 
Their real wealth, too, is in proportion, not to their gross, but 
to their neat revenue, An inquiry into the Nature and Causes 
of the Wealth of Nations by Apa Smitn, Edinburgh, Black, 
1863, p. 124. It is interpreted in the materialistic sense for 
instance by Wyter, Die neueste Entwicklung des Wolksein- 
kommenschatzungen (in *’ Schweizerische Zeitschrift fiir Volks- 
wirtschaft u. Stat. ’’, Februar, 1948, p. 5) and, according to 
Wyler, the Russian estimates have been inspired by it through 
Marx. Those who consider however that Smith speaks of 
produce of labour and of what can be spent on amusements, 
must, in my opinion, be led to a different conclusion, as 
evidently amusements correspond to personal services. 


rican economist (39). He limits the income to 
services, taking the word ” service” in jt 
broad sense as meaning a utility derived from 
human labour as well as from movables and 
immovables, animate or inanimate objects, and 
not only, as is usually done, from durable 
goods but also from such single-use commodi- 
ties as bread and coal, for which the value of 
the service is the same as the value of the com- 
modity itself. 

At first sight this notion seems comple- 
mentary to the materialistic one, as it leads to 
the exclusion of increments of wealth; but as 
a matter of fact it superimposes itself on it, as 
the increment of single-use producer’s or con- 
sumer’s goods is computed in both cases, though 
at different moments: according to the mate. 
rialistic notion, at the time of their formation, 
according to the functionalist, at the time of 
their utilisation. 

The difference between the functionalist 
notion and the current notion of income con- 
sists in the increase of durable goods of pro- 
duction and consumption, which would be 
reckoned by the current and not reckoned by 
the fuctionalist one. Thus a house, a machine, 
a utensil, a dress, produced during the year 
would not form part, according to the fune- 
tionalist notion, of the annual income except 


(39) See The Nature of Capital and Income, MacMillan, 
New York, 1919. 

Indeed, Fisher has only driven to its logical conclusions 
a theory of John Stuart Mill’s on the double taxation of saved 
income. If — observed Mill — a tax is levied on all income, 
whatever be the use to which it is put (consumption or 
savings), saved income wil! be taxed twice, once when it is 
earned and after it has been saved, in as much as the interest 
it earns will be taxed. Fair treatment therefore — he con- 
cluded — requires to exempt saved income and tax only 
consumed income (cfr. J. Stuart Mutt, Principles of Political 
Economy, Vol. Il, § 4). 

This theory has been revived and fully developed by 
Einaudi (L. Esnaupt, Intorno al concetto di reddito imponibile 
e di un sistema di imposte sul reddito consumato. Saggio di 
una teoria delle imposte dedotta esclusivamente dal postulate 
dell’uguaglianza, memorandum submitted to the Academy of 
Sciences of Turin, Turin, Bocca, 1912, reprinted in Saggi sul 
risparmio e V’imposta, Turin, Einaudi, 1941) and by Prato 
(G. Prato, Di alcune recenti teorie sul capitale e sul reddito 
e delle loro conseguenze tributarie, in °’ Riforma Sociale ”’; 
November, 1912). 

Now, Fisher remarks that the so-called saved income 
should not be considered as income at all, as it is mot con 
sumed and therefore not enjoyed. It will become income 
when it will be enjoyed and little by little as it is enjoyed. 
income would therefore be produced only by services rendered 
to man by things and persons. 
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to the extent to which their use is enjoyed dur- 
ing that year, while their future utility will be 
reckoned in future incomes. 

To this notion also it may be objected that 
the goods in question, which would be excluded 
from the calculation of income except in so 
far as the utility they represent is enjoyed dur- 
ing the year, may be exchanged on the market 
with services which would be included in the 
reckoning of the income, and may be thus ex- 
changed for their whole value, inclusive not 
only of their present utility but also—even if 
duly discounted—of their future utility. 

And a similar objection may be raised to 
a third restrictive notion of income known as 
” pure income ” or net income”, a notion 
which has the support in Italy of some distin- 
guished students of economic sciences, in whose 
opinion only increases of consumption goods, 
whether of single or durable use, and human 
personal services should be included in in- 
come (40). 

As consumer’s goods would be reckoned at 
their full value, without deducting production 
costs, their value thus reckoned would be in- 
clusive of single-use producer’s goods (i.e. raw 
materials) and real services, whether human or 
not (i.e. both the human labour used in their 
production and the use of durable producer’s 
goods), so that the difference from the current 
notion of income would depend on the increase 
of durable producer’s goods and on non-human 
personal services (e.g. the services rendered by 
a dwelling house or by a picture), which in the 
current notion of income are included, and in 
the notion of ” pure income” would be ex- 
cluded. 

On the other hand, the exclusion of these 
personal services would be reduced to that of 
superfluous personal services, should human ca- 


pital also be included under the heading of 
wealth, 


(40) See A. De Vit: De Marco, Principii di Economia 
finanziaria, Turin, Einaudi, 1934, Pp. 150 et seq.; G. Masct, 
Corso di Economia politica corporativa, Vol. 1, Rome, Edition 
of the "Foro Italiano’, p. 217 et seq. G. U. Pari, Sul con- 
cetto di reddito, in *’ Atti della VI e VII riunione scientifica 
della Soc. It. di Statistica’, Rome, January 1943 and June 
1943, Rome, 1945, P- 417 et seq. The addition of human 
personal services is not always explicitly made, but in such 
cases it is understood that they are included as consumption 
goods. See, on this point, Pari, p. 418 et seq. 


3 





In addition to the said incongruity, which it 
shares in common with the other restrictive no- 
tions of income, the notion of pure income pre- 
sents the difficulty of determination for brief 
intervals of time, such as the usual one of a 
year, as consumer’s goods often mature in years 
other than those in which the raw materials 
and the labour were utilised, or in which the 
instruments, machinery, and other durable pro- 
ducer’s goods were used. If we were to reckon 
such consumer’s goods in the year in which they 
mature, instead of computing the duly discount- 
ed quotas, imputable to the year, of the con- 
sumer’s goods that will mature in future years 
(which ultimately are equivalent to the value 
of the producer’s goods obtained in the year), 
we should obtain the same result in the case of 
a stationary economy. In a different case— 
which is the normal one—we should obtain a 
result inferior to the real one if the economy is 
progressing, and superior to it if it is declining, 
and, in international comparisons, it would 
lead to more favourable results for the more 
highly advanced or less seriously regressive na- 
tions. (41) 


20. - All the three restrictive notions of 
income—materialistic, functionalist and pure 
—start from the objection that the current no- 
tion of income is one which allows of dupli- 
cations these restrictions .are intended to eli- 
minate. The three restrictive notions of in- 
come correspond to different solutions—more 
ér less consistent—offered for securing this eli- 
mination. 

Income, as understood by the current no- 
tion, may be divided into 8 component parts: 
1) increase of single-use producer’s goods; 2) 
increase of durable-use producer’s goods; 3) in- 
crease of single-use consumer’s goods; 4) in- 
crease of durable-use consumer’s goods; 5) real 
human services; 6) real non-human services; 
7) personal human services; 8) personal non- 
human services. 

The materialistic notion would exclude— 
as we have explained—the components 7 and 
8; the functionalist notion the components 2 


(41) Cfr. on this matter the discussion following the 
aforesaid communication by Prof. Pari, on p. 748 of the 
volume above cited, 
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and 4; the pure income notion the components 
2 and 8. 

From a logical standpoint, the objection 
raised by the restrictive notions of income 
seems to be well founded. 

Indeed, if the current notion be accepted, 
there is undoubtedly duplication when we in- 
clude in the income of a given year the real 
and personal services and, at the same time, 
the value of durable producer’s or consumer’s 
goods. There is duplication in as much as pre- 
sent value of the durable goods is but the sum 
of their present services and of all their future 
services duly discounted, which in their turn 
will be reckoned in the income of the year in 
which they will be utilised. 

But however logical this objection may seem, 
it is unfounded in as much as the current no- 
tion of income responds to human psychology. 
It is a fact that our psychology values the dur- 
able producer’s or consumer’s goods for the 
sum of their present utility duly discounted, and 
later on will value in future income their fu- 
ture utility little by little as it matures. (42) 

It should be noted that in conformity with 
this psychology, the Treasury levies taxes on the 
present increase of durable goods and also on 
their future utility. Thus, if this year you are 
in receipt of a certain amount of money, it is 
calculated, for the purposes of income-tax, in- 
clusive of the portion saved, just as in future 
years the interest you will receive on the por- 
tion saved will be included. 

Leaving this psychology out of account, all 
saved incomes should be exempted from tax- 
ation, because, when turned into capital, they 


(42) The crucial point of the dispute between the sup- 
porters of the thesis above referred to of the taxation of 
consumed income (J. Stuart Mill, Fisher, Einaudi, Prato), and 
the supporters of the traditional practice of taxing the whole 
income (see, in particular, U. Ricci, Reddito e imposta, Athe- 
nacum, Rome, 1914, F. Fuora, Manuale deila scienza delle 
finanze, op. cit., pp. 236-237, 562 note) lies precisely here: 
do savings create or do they not create new wealth? Logically 
speaking, savings only procrastinate the enjoyment of goods, 
but do not create new goods, and therefore the theory of the 
taxation of consumed income seems to have sound foundations. 
Psychologically, however, we have the fact that the expectation 
of a future enjoyment constitutes in itself a present enjoyment, 
independently of the future occurrence or non-ocourrence of 
the future enjoyment. A pleasing event is indeed enjoyed 
independently of the fact that it has or has not been foreseen 
but, when it has been foreseen, besides the enjoyment the 
event procures on its occurrence, there has undoubtedly been 
the enjoyment procured by its expectation. 








will pay taxes through the future incomes which 
that capital will yield; or else all incomes from 
capital should be exempted, because capital is 
nothing but saved income, and as such has 
already paid the tax when it was earned, (43) 
Now, the statistician and the economist cannot 
undertake to modify human psychology, but 
must register its proceedings and their effects 
as they occur in reality. 

Indeed our psychology, in estimating the 
value of goods commits not only one but some- 
times several duplications. 

An enterprising agriculturist, by means of 
patient labour devoted to irrigating, tilling and 
fertilising, succeeds in turning a sterile dune 
into a promising orchard. The increased value 
of the earth thus obtained undoubtedly repre- 
sents, to human psychology, an increase of 
wealth and is included in the income of the 
period in which it is obtained. But this value 
is attributed to the earth in view of its possi- 
bility of producing in the future fruit-trees 
whose value will be reckoned in the income of 
their respective years. In their turn, the fruit 
trees have a value not so much in themselves, 
but above all in so far as they will succeed in 
producing fruit in future years, whose value in 
its turn will however be reckoned in the in- 
come of the years in which it will be available 
for consumption. Thus the utility of the fruit 
had been discounted directly in the valuation 
of the fruit trees, and before, indirectly, through 
the valuation of the fruit-trees in the valuation 
of the earth itself, and in spite of this it is val- 
ued in the income when it is enjoyed. 

The illogical character of human psycho- 
logy depends on the fact that, in the last re- 
sort, we enjoy goods not only in the form of 
the consumption to which they give rise, but 
also, before that, in the expectation of such 

(43) If it be difficult to give effect to the first solution, 
the second presents no special practical difficulties. Indeed, in 
many countries incomes from labour and incomes from capital 
are taxed separately. It may therefore seem surprising that 
the second solution has not been proposed, so far as I know, 
either by Stuart Mill, who referred to the difficulties of carry- 
ing out the first solution, nor by Einaudi who dealt at length 
with those difficulties. Evidently the second solution runs 9 
counter to the modern trend of financial policy and in general 
of social policy, that it has not even occurred to the authors 
in question, although it is theoretically no less justified than 


the first. This affords proof that in this matter as in others 


the logical solution is not always the one that can be con 
sidered. 
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consumption, or in the mere idea that we shall 
be able, if we so wish, to consume them in 
the future. 

The miser does not consume his wealth; on 
the contrary, he avoids the idea of consuming 
it, but meantime he enjoys it. The millionaire 
knows very well that he will never consume 
all his property—indeed he would be unhappy 
at the idea that it might be consumed; but the 
mere idea that he could, if he so wished, con- 
sume it, makes him satisfied in spite of the 
work, the bothers, and the annoyances that its 
administration entails on him. 

The primitive man who lives in forests full 
of valuable trees from which hang wild fruits, 
and on land which yields spontaneously, by 
the banks of rivers full of fish, with abundant 
game around him, is considered by us as poor 
because he does not know how to foresee the 
use he might make of those goods in the 
future. A Westerner takes possession of his 
lands, and apart from the fact that he may or 
may not be actually enjoying their resources, 
he is held by us to be rich for the mere fact that 
he has the idea that he could enjoy them. 

The idea of being able to enjoy accumulated 
wealth is, however, disturbed when public order 
no longer assures its conservation and future 
use, and then the value of goods declines and 
disappears, 

We may say that expectation multiplies 
wealth, but it is public order that conditions 
both. 

Here is a society which is prosperous and 
in the full enjoyment of the abundance of ac- 
cumulated wealth. But a barbarian invasion 
or an unsuccessful war strikes it, or a rapid 
decline in the population progressively under- 
mines the efficiency of the government, and 
that wealth disappears like mist before the sun. 
Or rather it is the sun of the future which is 
hidden by the mist and our view is restricted 
to the enjoyment of immediate services. 

As a result of this, work gains in value as 
compared to accumulated wealth. Many look 
upon this relative appreciation as being a re- 
cognition of human values and consequently 
as an index of progress, but in reality it is an 
index that the very foundations on which the 
Wealth of a society rest have been shaken. 
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An idea! What a shaky foundation— 
when is it not protected by order—for human 
wealth, and for our society which is based 
on it! 


21. - It should be noted that in the course 
of time there is an increase of the portion of 
income represented by the increase of durable 
production and consumption goods whose in- 
clusion in income, in so far as their value re- 
presents the capitalisation of services to be en- 
joyed in future years, would represent a du- 
plication. And this duplication is greater in 
the richer than in the comparatively poorer 
countries. It is in the increase of such goods 
that the savings of a nation substantially con- 
sist. Therefore, even the duplication which 
arises from their inclusion in the estimate of 
income contributes to accentuate the differences 
which occur from land to land and from one 
age to another. 

We are led to the same conclusion if, in- 
stead of referring the duplication to the act 
of saving, we refer it to the act of enjoying 
the services of durable goods. With the ex- 
ception of pathological periods, average wealth 
increases in the course of time and it grows 
from one country to another along with aver- 
age income, and in both cases, the portion re- 
presented by durable goods is the one which 
grows most. This means that, the efficiency 
of human and material capital being equal, the 
importance of the services—which come to be 
included twice—rendered by such goods grows 
in time and space with the growth of income 
more than does the importance of the services 
rendered by work and by the consumption of 
single-use goods. 


22. - We have already referred to the in- 
fluence exercised on the determination of in- 
come by the inclusion or exclusion of human 
capital in the reckoning of wealth. In the 
first case, useful personal services should be 
treated by the same standard as real services, 
and therefore they are implicitly taken into 
account, even by those who adopt the mate- 
rialistic notion of income, and they are also 
implicitly taken into account by those who ac- 
cept the notion of pure income, not only when 








rendered by men but also when rendered by 
animals or inanimate objects. 

Another consequence is that an increase or 
decrease of the population represents for those 
who include human capital under the heading 
of wealth, an increase or decrease of wealth, 
although neither the one nor the other of these 
alternatives exercises in itself an influence on 
wealth in the opinion of those who exclude 
human capital from that notion. 

This is a circumstance of capital import- 
ance in times like these when the dynamism 
of population differs so widely and promises 
to differ yet more widely in the future from 
one nation to another. And as in our day this 
dynamism has manifestly declined and is gen- 
erally speaking less marked in the higher in- 
come countries, we may say that the result of 
the exclusion of human capital from the items 
representing wealth is to cause, under like con- 
ditions, the increase of wealth to appear great- 
er today than formerly, and greater in the rich- 
er than in the poorer countries. 

Moreover, as civilisation advances, there is 
a marked tendency to replace man by machin- 
ery both for purposes of production and con- 
sumption, that is to say, to replace real or per- 
sonal human services by real or personal serv- 
ices rendered by mechanical apparatus. This 
tendency has become particularly marked, in 
some countries—more especially in North Ame- 
rica—but it is making itself felt more or less 
in modern times in all countries. The techno- 
logical progress of mankind consists largely in 
this. 

Now for the purpose of estimating income 
it is of no consequence whether the services 
be rendered by man or by other animated be- 
ings or by machines, and it is also a matter of 
indifference to those who include human ca- 
pital in their definition of wealth whether there 
be a corresponding increase in the number of 
machines or of animals rather than of men; but 
this is not a matter of indifference to those who 
exclude human capital, as in their opinion an 
increase of services corresponds to an increase 
of wealth if they are rendered by machines or 
animals, whereas there is no increase if they are 
rendered by men. 

Those who would exclude human capital 
from wealth, will therefore find themselves in 
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a serious difficulty when they are asked to 
compare the wealth or income of countries 
where slavery exists with those of countries in 
which it is abolished. — The question—it may 
be objected—is one of exclusively historical in- 
terest as slavery no longer exists in civilised 
countries.—Even if we admit that this be true, 
the question anyhow arises when making his- 
torical comparisons, as, for instance, when com. 
paring the incomes of the present-day European 
countries with those of the populations of an- 
tiquity or of the Middle Ages. In reality, how- 
ever, this is not true, because—whether author- 
ised by law or protected by custom—slavery 
really does exist in many countries, and in some 
forms, even in countries which no one refuses to 
consider civilised and which indeed boast very 
ancient civilisations. We have already recalled 
that in the Far East in times of famine, fathers 
sell their daughters, and that there are areas 
where famine is chronic. The proceeds of the 
sale of a daughter provide a receipt for the fa- 
mily, considered legitimate, if not by law yet 
by custom, and which corresponds undoubted- 
ly to a service rendered. Why not include them 
in income ? And how can we draw up the pro- 
fit and loss account of the family if we fail to 
take them into account ? It should be remem- 
bered that, in the Far East, Japan and China 
are countries for which estimates of wealth and 
income have been made, and which moreover 
acquire, from many points of view, a special 
interest in international comparisons. 

Thus both for the purposes of estimating 
income and for those of estimating wealth, the 
inclusion under wealth of human capital leads 
to more logical solutions. 


23. - Before closing, some remarks are call- 
ed for on the purchasing power of money, as 
affecting the estimates of income and their 
comparison. 

In modern times the greater consideration 
in which human personality is held in con- 
junction with the higher yield of work has 
led to an upward trend in the remuneration 
of services, this increasing more or declining 
less than the prices of other goods, so that if 
we reduce the nominal income to terms of real 
income, using for this purpose the correspond- 
ing price and cost of living index numbers, 
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which are not inclusive of such remuneration, 
we obtain an optimistic impression of the dy- 
namics of national income. This perturbing 
circumstance is absent from those estimates 
based on the materialistic notion which ex- 
cludes services from national income. 

In the case of territorial comparisons, in- 
dex numbers for the general purchasing power 
of money are not calculated, nor could they 
be without overcoming serious difficulties. 
Therefore, in making international compar- 
isons of income the results are usually unified 
on the basis of exchange rates. But a whole 
series of factors which have been repeatedly 
analysed, the principal of which can be reduced 
substantially to the inertia or stickiness of prices 
on the one hand, and to the diversity in the 
remuneration of labour in the several countries 
on the other, generally make the purchasing 
power of the depreciated currency lower on 
foreign markets than on the home one (44). 
And as depreciated currency countries are gen- 
erally the poorer ones, the result of this is that 
the unification of the estimates of income made 
on the basis of exchange rates, exaggerates the 
differences that occur in income from one 
country to another. 

Variations in price may also exercise an 
influence on the estimates of war losses which, 
as we have seen, cannot be neglected in deter- 
mining the national dividend. So as to have 
a synthetic index of the diminution of wealth 
we must indeed weigh the various categories 
of wealth on the basis of prices, and in doing 
so, it is not a matter of indifference whether 
we use for this purpose pre-war or post-war 
prices, As, generally speaking, the prices 
which have increased most from the one to the 
other period are those for the categories of 
wealth that suffered most from the war, the 
synthetic index of the reduction of wealth is 
substantially lower when quantities are weight- 
ed on the basis of pre-war prices, and higher 
when they are weighted on the basis of post- 
war prices. And as pre-war prices are better 
known than post-war, and as the latter, given 
the limited validity of fiat prices, are often 


(44) This subject has been dealt with more especially in 
L'Enquéte de la Société des Nations sur la question des ma- 
tenes premitres et des denrées alimentaires, in °*’ Metron”’, 
Vol. II, N° 1 and 2, June 1, 1922, p. 122 et seq. 
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difficult to determine, the pre-war prices are 
those generally used a basis, with results which 
as I have had occasion to show, may lead us 


far from reality (45). 


24. - Estimates of income are often used 
for other purposes besides that of measuring 
the degree of welfare of the population. 

First of all, as an index of the capacity of a 
country to make foreign payments for debts, 
reparations, tributes, or for making internal 
payments in the shape of taxes and duties. 
And in this connection one should specify what 
is meant by capacity of payment. Does the 
expression refer to lump payments made once 
and for all, or to payments of a continuous 
nature ? And is the capacity to make them sub- 
ordinated or not to certain conditions, such as 
that of assuring the life of the population, or 
of not cutting into its wealth or not lower- 
ing its standard of living? The answer will 
evidently differ with the adoption of one or 
other of these hypotheses. 

If the enquiry refers to the capacity of mak- 
ing lump sum payments not subject to any 
condition, such as an inexorable enemy might 
demand of the vanquished for war reparations, 
then not only the income of one year but all 
the accumulated wealth of the country may be 
called on to contribute. 

If made subject to the condition of assur- 
ing the life of the population, payments, if they 
be of a continuous nature, may be made out 
of income, net of direct taxation and of the 
maintenance costs of the population; if the pay- 
ments are to be made in a lump sum, they 
may be made by drawing also on wealth, ex- 
clusive of the part necessary for paying those 
taxes and expenses. 

If, on the other hand, the condition is that 
wealth should remain constant, then the amount 
that can be counted on is that assigned for op- 
tional expenditure and for the annual incre- 
ment of wealth, in which case however it is 
further necessary to specify whether we intend 
or not to exclude human capital in our defini- 
tion of wealth, as in the second hypothesis we 
may count for the purposes of transfer abroad, 
in countries where slavery exists or where emi- 


(45) See the article cited in note (35). 
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gration is possible, on the economic value of 
the surplus population, and also for these pur- 
poses as for those of internal levies, if the nation 
should renounce increasing its population, on 
the saving of the expenditure that would have 
been necessary to secure such increase. 

Finally, if the condition be that the stand- 
ard of living is not to be lowered, the only 
amount available will be that representing the 
increase of wealth. 

It is true that very often the levy, even if 
it have not the declared purpose of lowering 
the standard of living, does not shrink from 
that result: indeed it often counts on it, as 
when taxes and duties are expected to lead to 
a reduction of superfluous expenditures. 

Nor have the questions thus been exhausted. 

We must enquire if we are justified in con- 
sidering the variations of population by the 
same standard as the variations of wealth, and 
therefore as dependent on human volition: or 
whether they should not rather be considered 
as dependent on practically uncontrollable bio- 
logical and social factors, in which case the 
maintenance of the population must be replaced 
by that of the maintenance of its rhythm of 
increase, and the condition of the maintenance 
of wealth ‘by that of the maintenance of aver- 
age per capita wealth. 

We must look to the consequences of inter- 
national competition, as a result of which a 
stationary country in a progressive world is 
losing ground, so that the conditions for the 
maintenance of the population or for its growth, 
for the maintenance of total wealth or average 
per capita wealth, should, if regression is to 
be avoided, be replaced by conditions which 
will avoid the danger that in such respects the 
country remain below the level attained in the 
generality of other countries. 

In any case, the difficulties that stand in 
the way of levying large portions of income or 
large lots of goods must be considered, diffi- 
culties whose range has been shown by the 
experience of many countries in which church 
property was sequestrated. 

These difficulties are, of course, more keen- 
ly felt in pathological periods in which the or- 
ganism is less resistent, and any sacrifice it is 
required to make may end by causing it an 


injury much greater than the momentary ad- 
vantage secured thereby. 

In addition to all this we have to consider, 
in the case of payments to be made abroad in 
foreign exchange, the effects of the disequili- 
brium created on the exchange market by the 
economic disequilibrium of the nation, which 
reduces the purchasing power of the national 
goods on international markets as compared to 
their purchasing power on the home market, 
Foreign payments can but accentuate these ef. 
fects. We have moreover the difficulties besett. 
ing the transfer abroad of large quantities of 
goods. The range of all these difficulties and 
their results were indeed amply experienced in 
the case of the German reparations payments 
at the end of the first world war. (46) 

Lastly, in international relations one should 
not ignore the consequences that the absolute 
or relative impoverishment or the arrest or re- 
tarded growth of one country may have on 
others, so that the payments it is called on to 
make, particularly when its economy is in a 
precarious condition, may represent for the 
claimant not an advantage but a loss. This is 
a truth often forgotten that always ends, sooner 
or later, by forcing itself on the attention, com- 
pelling the creditor countries, in the last resort, 
to come to the help of their debtors to correct 
the effects of the payments demanded, as hap- 
pened, in a covert manner after the first world 
war, and as is now, when this truth has been 
recognised, happening openly. 

We must convince ourselves that now all 
the countries of the world form one sole eco- 
nomic body, whose parts are solidary in their 
development. Fortunately this conviction has 
made great headway, and is becoming gen- 
erally accepted, even if all are not yet willing 
to draw all the necessary conclusions. 


25. - The data on income are often used 
for other purposes for which they are also ill- 
suited. 

They are used, for instance, for measuring 
the amount of exchanges (47) or the volume 

(46) Many of the questions above considered are examined 
less oursorily in the speech on La ricchezza comparata delle 
nazioni, cited in note (7). S) 

(47) Denison refers to the fact that in the opinion of the 


English, American, and Canadian statisticians who met at 
Washington in September 1944, already mentioned in notes (23) 
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of demand or the purchasing power of a 
country. 

It is not income but production which 
counts for exchanges, and not net but gross pro- 
duction, and not the whole of the gross pro- 
duction but only that part of it which is not 
used by the producer, which part must more- 
over be multiplied for this purpose by the aver- 
age velocity of circulation of goods. 

Likewise it is production, and not income, 
which must be taken into account for the pur- 
pose of ascertaining the demand or purchasing 

wer of a country, and here again not the net 
production, but the gross, and always the part 
not used by the producer himself. It is indeed 
production costs that determine the more ur- 
gent demand. This is in keeping with the 
well-known aphorism that products are ex- 
changed for products. If net production and 
savings be equal, it is obvious that the greater 
volume of purchases will be made by countries 
that incur the heavier expenses for raw mate- 
rials and power. 

Production—reckoned, according to the 
purposes of the enquiry, inclusive of or net of 
costs to be specified in each case—may there- 
fore serve many purposes but it must always 
be borne in mind that when, in abnormal times, 
the national capital has been substantially im- 
poverished or when, for other reasons, serious 
uncertainties are impending over the economic 
future of the nation, it can only have a contin- 
gent significance, and cannot afford a measure 
of the productive power, nor an index of other 
substantially permanent characteristics of the 
country 

The estimates of national income or di- 
vidend have also been used for measuring the 
time required for repairing the destruction or 
deterioration of national economy, such as that 
caused by war; but that implies a vicious circle 
if we accept the above said definition of income, 
from which it follows that such losses must be 


and (26), "the fundamental purpose of assembling the body 
of data usually termed, rather loosely, "’ national income sta- 
tistics "’, is to present a set of accounts that portray, in sum- 
mary form, transactions in the national economy and facilitate 
analysis of its structure and development ’’. The statisticians 
who were convened were R. Stone, English, G. Luxton, Cana- 
dian, M. Gilbert, E. F. Denison, G. Jaszi, Ch. F. Schwartz, 
Ww. H. Shaw, D. B. Yatema (Cfr. the report already cited of 
Denison, p. 3 ahd 4). 


deducted before the income can be calculated. 
On the contrary, one can rightly make use for 
this purpose of the data on net production, after 
deducting therefrom the ordinary charges for 
direct taxation and the maintenance and edu- 
cation costs of the population. 


26. - Let us draw the conclusions from this 
long study and see what use can be made and 
what cannot be made of the estimates of in- 
come. 

They cannot be used to measure the happi- 
ness of the respective populations, as happiness 
depends essentially on internal factors which 
entirely escape estimates of income and any 
other estimate, and also on the length and heav- 
iness of the work necessary to realise the in- 
come. 

They might measure the contribution made 
to happiness by external factors, i.e. by what 
is generally called welfare or prosperity, pro- 
vided it be possible to include in income all ex- 
ternal rational dynamic goods, or, in other 
words, events external to our ego that are ra- 
tionally desired. 

But, as a matter of fact, these factors can 
only be partially taken into account. Thus, 
all strictly personal goods, which as such are 
not exchangeable, and superabundant goods 
which also cannot give rise to exchanges, and 
goods of widespread utility in so far as this 
utility is not included in other productive 
goods, escape such estimate, and so also do 
goods of direct enjoyment which are exchange- 
able but as a matter of fact are not exchanged, 
with the exception, in many estimates, of rent- 
able values and, in some, of domestic services. 

On the other hand, the account in which 
these estimates are taken differs from country 
to country, so that they cannot supply an ac- 
curate measurement nor even a reliable index 
of the varying degrees of prosperity of the sev- 
eral countries. As a matter of fact, between 
goods of widespread utility depending on na- 
tural factors, and those depending on social 
factors, there is some degree of compensation, 
but the former escape inclusion in estimates 
of income to a much larger extent than the 
latter. Superabundant goods no less than 
goods and services directly enjoyed by the 
owners, which are not estimated in cal- 











culating income, are, though with some ex- 
ceptions, of less importance in the countries 
where technology, economic organisation, and 
the division of labour are most advanced. And 
the importance of strictly personal goods is, to 
some extent, independent of monetary income 
and some are in a negative relation thereto. 
Thus, for various circumstances, we may ex- 
pect that the monetary estimates of income ex- 
aggerate the differences that exist from country 
to country between real incomes, understood 
as being the sum total of external rational dy- 
namic goods, and exaggerate also their growth 
in time. 

Estimates of income are vitiated not only 
by the undue omission of factors which should 
be taken into account, but also by the failure 
to deduct factors which should be omitted, such 
as receipts which, fully or partly, do not cor- 
respond to a production of goods or a prestation 
of services, expenses incurred for the mainten- 
ance of the number and economic efficiency of 
population and that part of taxes and other 
contributions, obligatory or optional, or of 
other public and private expenditures the 
proceeds of which are not used for the advant- 
age of the consumer but constitute a cost of 
production necessary for securing other cate- 
gories of income. 

These drawbacks also tend, as a general rule, 
to exaggerate the differences existing between 
incomes in space and their growth in time. 

Fortunately, a means of correction, however 
approximate, exists: a great part of the afore- 
said goods of which account is not taken when 
estimating income in terms of money, are need- 
ed for the maintenance and economic efficiency 
of the population, so that if the estimates of in- 
come are made net of the costs of maintenance 
and of professional education and training 
of the population, which must be considered 
by the standard of the costs of production, 
maintenance, and amortisation of human ca- 
pital, we can correct —even if only approxima- 
tely—the factors of perturbation above referred 
to, and thus make the estimates of income of 
the several countries less heterogeneous. 

We should not however disguise the fact 
that the estimation of the costs of maintenance 
and of professional education and training is 


anything but easy, as they depend on physical, 








308 Banca Nazionale del Lavoro 





physiological, and social factors from the esti- 
mation of which we cannot eliminate subject. 
ive bias, and if such an estimate can be made 
with some degree of reliability by persons well 
acquainted with their own countries, it is dif. 
ficult to find anyone capable of making it with 
like reliability for several countries. We should 
add that the line of demarcation between sy- 
perfluous and essential maintenance costs is in 
some cases a very uncertain one. 

The objection, raised on many sides and 
well founded in logic, that the current notion 
of income implies a duplication in as much as it 
includes the value of durable producer’s or con- 
sumer’s goods which are added to the pre-exist- 
ing wealth during the interval considered, and 
at the same time the services they render in the 
said interval or will render in the future. This 
objection can be answered by observing that 
this inclusion is in keeping with human psy- 
chology which indeed leads us to enjoy durable 
goods twice over, first when obtaining posses- 
sion of them through the expectation of future 
utilization, and a second time when they are 
actually utilized. 

This, however, does not remove the fact 
that the duplication exists, and acquires grow- 
ing importance with the growth of wealth, thus 
leading us to exaggerate the differences in in- 
come from one country to another and one 
period to another, as compared to those which 
would otherwise be obtained. 

Inaccuracies in the measurement of income 
due to the varying purchasing power of mon- 
ey in time and space lead to the same result. 

For many reasons, therefore, monetary in- 
come is an untrustworthy index of the pros- 
perity of a population, and one which system- 
atically tends to exaggerate historical and ter- 
ritorial variations. 

The notion of net production is different 
from that of national income or dividend. 

National income, or dividend, and net pro- 
duction may practically coincide in normal 
times, but they diverge widely in exceptional 
periods, for in income we must take into ac- 
count not only net production, but also the 
gains and losses that wealth undergoes apart 
from the actions directed towards its production. 

To confuse net production with national di- 
vidend, without taking into due account waft 
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losses, leads to a fallacious and dangerously 
optimistic view of a country’s possibilities, 

In estimating production of the individual 
or business concerns we leave out of account, 
moreover, the effects of contingent or other- 
wise accidental factors only in so far as they 
come into action when the product is finished, 
but not when they come into action during the 
process of production, whereas variations in 
value, determined by such factors, are neutral- 
ised to an ever greater extent by external and 
internal measures of insurance, so that they 
influence through other ways national net pro- 
duction. 

The data on net production, if they cannot 
in normal times replace data on the national 
income or dividend for the purpose of measur- 
ing national prosperity, have however their 
field of application, no less than those of gross 
production. We must have recourse to the lat- 
ter for measuring the amount of exchanges 
and the volume of the demand or purchasing 
power of a nation; we have recourse to the 
former—on the supposition that they can ex- 
tend, even if with congruous variations, to the 


future—so as to realise the time required for 
reconstituting the national capital which has 
deteriorated or been destroyed. 


27. - The analysis we have so far made al- 
lows us to draw one safe conclusion. 

The traditional notion of national income 
is an instrument which has been devised in 
normal times and which answers the needs of 
normal situations. Proof of this is offered by 
the characteristic of continuity which is at the 
basis of that notion. It is also certain that the 
condition of the maintenance of capital was 
generally understood as implying the repair of 
normal wear and tear or obsolescence, and that, 
in speaking of the increase of goods, one usual- 
ly meant to refer essentially, if not exclusively, 
to the increase of goods determined by eco- 
homic activity, i.e. by production, so that the 
expression ” dividend” and ” net production ” 
were constantly used as synonyms. Therefore, 
the traditional notion of income presupposed, if 
not a stationary situation of a country, at least 
a situation developing on uniform lines; it sup- 
posed if not a static equilibrium, at least a dy- 
namic equilibrium in the production of income. 


All these hypotheses, explicit or implicit, 
no longer hold good in abnormal times, cha- 
racterised by a lack of equilibrium. The flow 
of goods and services is subject to alarming in- 
terruptions. Capital suffers far severer curtail- 
ments than those entailed by normal wear and 
tear and obsolence. Economic activity is no 
longer the practically exclusive cause of the 
variation of goods and as a result of both these 
circumstances, dividend and net production fol- 
low definitely divergent lines. 

We must admit if not the divorce at least 
the separation of the two notions, whilst hop- 
ing that the re-establishment of normal condi- 
tions will allow them to unite once more in 
the near future. 

When the two notions are separated, it is 
desirable that the attention of the statistician, 
while neglecting neither, should be directed, 
in making estimates of income for which he is 
qualified, more especially on the notion of 
” dividend”, which not only avoid theoreti- 
cal uncertainties and incongruities but presents 
the advantages of being more practical, less ex- 
posed to personal appraisements, and more pre- 
cise in its meaning, as, in abnormal periods, 
monetary estimates of net production no longer 
afford an index of the productivity of a country, 
i.e. an index of the efficiency of a country’s eco- 
nomic system, and only have a contingent value. 

The comparisons of the customary mon- 
etary estimates of income imply moreover im- 
plicitly that the component parts of the said 
income are stationary, so that the importance 
of the super-abundant, strictly personal goods, 
or goods of widespread utility, which escape 
such estimates, may remain constant, as should 
also be the case with the importance of unpaid 
services, whether rendered by oneself or by 
others, of the use by their owners of durable 
consumption goods, the cost of production of 
human capital, the assignment of public ex- 
penditures for the benefit of production or else 
of consumption. 

Roughly speaking, in normal times these 
conditions are assured in the several countries 
for brief periods of time, and therefore the usual 
monetary estimates of income may be used for 
comparisons, even if only approximate, of the 
prosperity of the population at different pe- 


riods provided the interval between one and 
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the other be not very long. But in abnormal 
times none of these premises exist. 

On the other hand, it must be admitted that 
these premises often do not exist even approx- 
imately in normal times for the comparisons 
between different countries, and that in ab- 
normal times they are more than ever distant 
from reality. 

The use also of data on income and wealth 
for the purpose of measuring a country’s ca- 
pacity of payment—always subject to limita- 
tions—becomes problematic in abnormal pe- 
riods of economic disequilibrium, and more 
than ever so when the payments have to be 
made abroad. 

This explains why, after world war II, as 
after world war I, it has been thought necessary 
to call the attention of students of such matters 
to the necessary precautions to be observed in 
the use of monetary estimates of income and 
more especially in drawing comparisons in 
space and time between incomes and between 
wealth, which is their premise (48). 

Crises always lead to a revision of values. It 
would seem only natural that crises of excep- 
tional importance such as those represented by 
the first and second world wars should lead to 
a revision—let us hope a not useless one—of 
the basic notions of economic science. 

Such a revision was, indeed, all the more 
necessary in this post-war period in which there 
is such a general desire, now to some extent 
being ‘fulfilled, for international collaboration 
which requires a comparison between economic 
forces, available resources and needs of differ- 
ent countries. 

But even before practical needs called for 
it, this revision was required on theoretical 


(48) See the speech on La ricchezza comparata delle na- 
zioni, cited in note (7), the two reports cited in notes (20) 
and (21), presented to the XIX and XXII sessions of the 
International Institute of Statistics, and the lecture La compa- 
rabilita del tempo e nello spazio delle valutazioni del reddito 
nazionale, held at the General Confederation of Italian Industry 
on February 19, 1948, and published in ”’ Rivista di Politica 
Economica ’’, March 1948. 


grounds. It is not enough for scientific pur. 
poses to make use of current terms or to adopt 
some of the terminology used in technical lan. 
guage, and then define them. It is above all 
necessary that the notions so defined be logic. 
ally connected with the needs to meet which 
they were introduced and to the other notions 
which recur in the same science, and with the 
purposes to which they are applied for secur- 
ing practical results, and if possible they should 
be coordinated also with the definitions given 
of them in kindred branches of science. 
Therefore, in writing this dissertation, I have 
had in view two essential purposes: to find a 
consistent solution, by following a guiding line, 
to some questions (49) raised by the estimates 
of national income; and, in the second place, 
to call attention on general lines to the disturb- 
ing influence that the avoidable or unavoidable 
defects of such estimates exercise on interna- 
tional comparisons, and on the comparisons of 
one period with another, and also to the prac- 
tical bearing that a defective solution given to 
some questions (which apparently is of only 
theoretical importance) may have for some 


‘countries, and more especially for Italy, as af- 


fecting the settlement of pending matters that 
concern them, and consequently the co-oper- 
ation they are expected to give to a future in- 
ternational settlement. 


(49) The main purpose of this dissertation has been to 
examine some questions, which seem to us fundamental, relat- 
ing to the content and the use of the monetary estimates of 
income, with special reference to some pathological post-war 
situations. It does not claim to examine all these questions, 
and still less to discuss all the opinions expressed or mentioned 
in the very numerous works on the subject, which have been 
the result of the present importance this matter has acquired 
during the last war and the present post-war period. Besides 
the publications to which we have had occasion to refer, we 
wish to mention, among those written in the last few years, 
the Studies in National Income, edited by A. L. Bowzey (Ni 
tional Institute of Economic and Social Research, Cambridge, 
University Press, 1944) and the volume Le Revenu National, 
containing contributions by F. Perroux, P. Uri, J. MArczewskl, 
published by the Institut de Science Economique Appliquée, 
edited by Perroux (Presses Universitaires de France, Paris, 
1947), both works of a specially comprehensive character. 





A Critical Examination of the Italian Tax System 


by 


CESARE COSCIANI 


1. - The Italian system of taxation in its es- 
sential features dates back to the second half 
of the XIXth century. The need of a radical 
reform had however been felt ever since the 
first years of Italian unity. Evidence of this 
is afforded by the many plans then drawn up 
by qualified bodies which met with varying for- 
tune. Here we will only mention the Scialoja 
plan of 1866, that of Romano of the same year, 
that of Cambray Digny of 1868, Gagliardo of 
1893, Sonnino of 1894, Wollemborg of 1901, 
Majorana of 1905, Lacava-Giolitti of 1909, Son- 
nino-Arletti of 1910, Rava of 1914, Meda of 
1916, Tedesco of 1919, and Soleri of 1921. But, 
practically, the first structural reform of this 
century was made in 1923 with the introduct- 
ion of the general income tax on total income 
(imposta complementare, the only really per- 
sonal and subjective tax of our fiscal system), 
and in 1939-40 with the introduction of a) the 
ordinary property tax of a proportional and 
objective character (repealed as from January 
1948), and 4) the general turnover tax (replacing 
the tax on sales introduced during the first 
world war), which partakes of the character 
of a tax on consumption and a tax on business. 

As a result of all this, our system is formed 
in 1948, apart from some minor and temporary 
taxes, of : 


— a general tax levied on income at the 
time when it is earned by the tax-payer, repre- 
sented by the co-existence of four independent 
taxes, 7. e. those levied on income from lands, 
from urban buildings, from capital and work, 
and on farmers’ profits. The rates at which 
these taxes are levied are proportional, but vary 
with the nature of the income to which they 
refer; 

— a single tax on total income of each 


tax-payer, of a personal and progressive cha- 
racter (surtax, imposta complementare); 

— a tax on inheritances and donations, 

graduated according to the degree of kinship, 
at progressive rates varying with the amount 
of the share inherited and with the amount of 
the estate; 
a series of taxes on business transact- 
ions, such as stamp and registration duties, 
those in subrogation of the stamp and regis- 
tration duties, and numerous minor taxes 
which are levied substantially on turnover and 
transfers of capital; 

— a very numerous and heterogeneous 
series of taxes on consumption, such as the 
general turnover tax (which in part acts as a 
tax on business transactions) levied on every 
transfer of goods from the producer to the con- 
sumer and on every prestation of services; an- 
other series of taxes on consumtion (for in- 
stance, on public entertainments), sometimes 
collected in the form of manufacturing taxes 
(as those on beer, coffee, synthetic textile fibres, 
electric power, sugar, seed oils, ores, spirits 
etc.), or as customs’ duties, or as fiscal mono- 
polies (salt, tobacco, and lotteries), 


Large bodies of public opinion in Italy now 
realise the need of revising our system of tax- 
action so as to make it more scientific and at 
the same time more in keeping with new po- 
litical and social requirements which have made 
themselves felt of late. Such a reform is made 
all the more urgent by the overlapping of 
chaotic war and post-war legislation to which 
reference has already been made in a previous 
article. (1) 


(1) C. Cosciani, Italian Tax Policy, in this Review, July, 
1947, p- 86. 
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The perception of this need led the Minister 
of Finance at the end of last year to appoint a 
committee of experts and representatives of 
some of the groups concerned, to study the 
matter and make some systematic proposals. 
It is to be hoped that it will thus be possible 
to reach rapid legislative solutions, to be gra- 
dually applied. 

While awaiting the hoped for measures—- 
which however is neither easy nor imminent 
—it seems advisable to point out some of the 
more obvious drawbacks to which the present 
system gives rise. The following study is 


made in a critical spirit, leaving out of consid- 
eration possible constructive policies. This re- 
serve is required of the writer, as he is a mem- 
ber of the aforesaid study committee. 


2. - The Italian system of taxation and fiscal 
policy give rise, first of all, to a criticism di- 
rected against an essentially formal and juri- 
dical aspect thereof. In the field of taxation 
neither practice nor law place any limits on the 
regulatory powers of the legislator. For in- 
stance, Italian legislation is neither morally nor 
juridically bound to introduce variations in our 
tax system only once a year, when the budget 
is presented for approval, as is the case in some 
foreign countries. Nor is the approval of fiscal 
measures by the Parliament subject to any spe- 
cial procedure. The absence of such limita- 
tions, and the assumption for a long time past 
by the executive power of the faculty of legis- 
lating, has led to the issue by the Govern- 
ment of an extremely numerous sequence of 
measures affecting taxation. The certainty 
the Government had of being able to legis- 
late , subject only to a very limited control 
(rather than approval) exercised by Parliament, 
has induced it to abound in provisions, often en- 
croaching in directions which might very well 
have been left to administrative regulations, 
and to take measures without due consider- 
ation, regardless of the probability of changed 
future needs, and without being firmly resolved 
to resist contrasting political and economic pres- 
sures. This insufficient ponderation has been 
essentially due to the fact that the Govern- 
ment knows it has the power of issuing when 
it may wish, and at very brief intervals, furth- 
er supplementary or innovating decrees. This 


has led to the confused and dangerous over. 
lapping of uncoordinated legislative texts, with 
the result that the system as a whole is under. 
stood only by a few specialists. 

Probably now that the new Constitution 
has come into force and Parliament has been 
re-established, this spate of legislation will be 
checked; but a definite solution to the prob- 
lem will only be secured when the laws on 
Italian taxation have been really codified, or 
at least when the fundamental juridical prin. 
ciples on which such legislation is based have 
been established. This is the earnest desire not 
only of jurists and students but of the tax- 
payers themselves. At the present time Italian 
fiscal legislation is an incognita even for the 
officials, who have difficulty in keeping up 
with its new tendencies. 

This not only leads to a marked confusion 
of ideas both juridical and formal, but to an 
irrational distribution of the burden of taxation 
over the several groups of tax-payers. 

Thus, for instance, the very big shift in the 
yield of taxation from direct taxes to indirect 
taxes on consumption is the cause of general 
complaint. But, at the same time, measures, 
not always justified by the objective economic 
and financial situation, have been taken for 
granting further relief from direct taxation by 
reducing the rates of the income-tax on in- 
comes of employed workers, and raising the 
taxable minimums as compared to pre-war figu- 
res (even while taking into account the chang- 
ed value of money). Not only have no steps 
been taken to make the weight of the prog- 
ressive rates of the general income tax more 
effective, even while setting aside demagogic 
rates which defeat their own purpose, but noth- 
ing has been done to improve the distribution 
of the burdens by modifying taxes on consump- 
tion by graduating the rates in function of the 
marginal character of the consumption of the 
several commodities. Instead of this, an attempt 
has been made to improve the distribution of 
the burden of taxation through the worst of 
all possible means, that of centering the weight 
of taxation on property and incomes from pro- 
perty, recourse being had to both ordinary and 
to extraordinary taxes. 

As a result of all this, the present system 
is far from satisfying rational requirements 
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whether political or economic, but represents 
a series of compromises between different ten- 
dencies arising from political considerations 
and corresponding to different finalities, whose 
purpose is to run counter as little as possible 
to the interests of the several groups of tax- 
payers so as to follow the line of least resistence 
and not the principle of the maximum eco- 
nomic advantage or taxable capacity. 

At the present time the Italian tax system 
infringes systematically the canon of financial 
productivity, regardless of the fundamental 
needs of a poor economy such as ours, which 
should promote by all possible means the form- 
ation of savings (instead of this, taxation, as 
we have said, has been shifted in a marked 
degree from incomes from work to incomes 
from capital); which should avoid hindering 
the growth of business by taxes which yield 
little (such as some taxes on the transfer of 
property); and which should place the burden 
of taxation less on business undertakings than 
on phisical persons (whereas, for a variety of 
reasons, income-tax often becomes not a tax on 
the net personal income but a tax on the 
gross income of concerns). 

The chaotic distribution of the burden of 
taxation is made still worse by wide-spread 
evasion — both legal and illegal — occurring 
above all in certain branches of economic activ- 
ities, Here a vicious circle has been formed 
which will have to be interrupted. It is form- 
ed by the distrust of the fiscal authorities in 
the tax-payer’s returns; and the natural tend- 
ency of the tax-payer to evade. A struggle is 
thus started between tax-administration and tax- 
payers in which victory often goes not to the 
party which is in the right, but to the more as- 
tute and persistent. The absence of fiscal scru- 
pulousness on the part of the tax-payer; the 
chronic muddle prevailing in the offices, the 
practical (not theoretical) insufficiency of the 
penalties, etc., are all drawbacks which, in 
one way or another, must be overcome if a 
teal reform of the system of taxation is to be 
made. 


3. - The most perceptible drawback of our 
system of direct taxation is to be found in the 
sant importance it gives to subjective or per- 
sonal factors, which, in the case of incomes of 


like amount and character, modify the taxable 
capacity of the individual tax-payer. 

However many juridical fictions we may 
conceive, it is nevertheless difficult to deny that 
physical persons are the only ones who feel the 
financial activities of the State. The individual 
tax-payer alone feels the weight of the sacri- 
fices, entailed by the levy of taxation, and en- 
joys the benefits of the public services rendered, 
sacrifices and benefits which he may feel either 
directly, or indirectly, through the advantages 
or disadvantages conferred on companies, cor- 
porations or third parties with whom he is con- 
nected by ties of material interest or by ties of 
affection. As the physical person is the only 
real tax-payer, it is evident that in determining 
the weight of the tax burden, it is necessary to 
consider the income in relation to personal 
subjective situations, which vary from one to 
the other as the result of a whole set of circum- 
stances. 

Indeed, in modern systems of taxation, the 
personal character of the tax is more and more 
emphasised : 


(a) in the first place because progressive 
rates are only conceivable if applied to a 
personal tax levied on the whole income of 
the tax-payer. As is known, progressive rates 
applied to a series of objective taxes give rise 
to innumerable contradictions and disparities; 


(b) in the second place, the exemption 
of a minimum income from direct taxation 
can only be granted in the case of personal glo- 
bal taxation, if we are to avoid the drawbacks 
mentioned under letter (a); 


(c) in the third place, personal taxation 
makes it possible to take into account very 
variable situations which modify the respective 
taxable capacity of individual tax-payers pos- 
sessing incomes of the same amount and cha- 
racter. Only personal taxation can take into 
account the family circumstances of the tax- 
payer, the number of his children, his age; his 
liabilities, his personal burdens not connected 
with the production of the tax income, and 
other similar factors. 


The personal character of the tax is a fund- 
amental requisite for the postulate of the tax- 
able capacity; so true is this that tax systems, 
having passed already from the taxation of 
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gross income to that of net income, are now 
passing from the taxation of net income cal- 
culated on an objective basis, to that of net in- 
come calculated on a subjective basis. 

In Italy the Anglo-Saxon system of a single 
personal tax on income has not been accepted, 
but preference has been given to a system based 
on a series of objective taxes, on top of which 
has been placed a personal tax (complemen- 
tare) quite independent of the others. But 
neither in Italy nor in France, where a similar 
criterion has been adopted, has it been possible 
to avoid the need of personalising direct taxes, 
as far as possible. Thus, in the case of the taxes 
on income, some factors of a strictly personal 
character are taken into consideration in the 
case of the taxation of income of employed 
workers (such as the deduction of a fixed 
amount for each source of earned income). The 
result of all this is that our system of taxation 
now offers a series of drawbacks: 


(a) the prevalence of objective taxation 
and therefore the scanty importance of the per- 
sonal tax, which before the war accounted for 
only about 8 °%% of the total yield of direct tax- 
ation. This leads to two consequences: 

— the progressive character of taxation on 
the income as a whole is quite small, although 
in theory the maximum rate of the surtax rises 
to 75%. The progressive character is however 
assured by other means, more harmful to eco- 
nomic interests, such as the many and excessive 
forms of taxation on capital secured by the 
estate and inheritance taxes, the tax on the 
transfer of wealth, and the heavier rate of tax- 
ation on investment income as compared to 
earned income (leaving out of consideration, 
of course, the extraordinary capital levy): 

; — the limited importance of thle per- 
sonal, child, dependent allowances and per- 
sonal burdens, which affect only the surtax 
and only in an excessively small degree; 

(b) the failure to offset the profits secured 
from some sources of income by the losses that 
may be suffered in the case of other sources be- 
longing to the same tax-payer, thus giving rise 
to excessively high taxation; 

(c) the marked inequality between the 
several taxes arising from the fact that the ob- 


jective direct taxes are independent of each oth. 
er. While some incomes are assessed at their 
actual amount (incomes of companies and jin. 
comes of employed workers), others are asses. 
sed on a flat basis (individual undertakings), 
and yet others on the basis of an average or 
normal income (income from land). In some 
cases income is assessed year by year; in others 
it is assessed at a fixed amount over a more or 
less lenghty period of time. All uniformity in 
the assessment of taxation is thus lost, and, 
passing from objective to personal taxation, it 
is not possible to base the assessments on the 
individual elements composing the income, so 
as to proceed to the calculation of the global 
income. It therefore becomes necessary in as 
sessing the surtax, to make synthetic, inductive 
assessment based on purely external manifest. 
ations and on indices which are easily suscept. 
ible of error; 

(d) marked disparities from income to 
income as a result of the application of differ- 
ent rates in the case of the several taxes which 
are independent one of the other, although 
such divergencies have no logical or rational 
justification. Another cause of disparities is 
to be found in the grant of taxable minimums 
differing one from the other, and deductions 
at source admitted in some cases and not in 
others, taking into consideration not the whole 
income of the tax-payer, but only the several 
parts thereof. As a result of this, the mini- 
mum taxable amounts and deductions at base 
may add up and be cumulative; 

(e) assesment at the source is indeed ap- 
plied on a large scale, but the collection of the 
tax rarely takes place at the time at which the 
amount is actually received by the tax-payer. 
Even in those cases in which assessment is 
made at the source (as for instance in the case 
of income-tax on wages and salaries through 
pay-roll deduction), the Government does not 
make the collection at the time when the in- 
come matures, as is done, for instance, on 4 
large scale in England (e.g. under the P.A.Y.E. 
system), but only later on, under the usual 
procedure applied in the case of direct taxes, to 
the serious inconvenience either of the Treasury 
or of the tax-payer in those cases in which 
money is subject to marked variations in value. 
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Students, political men and men of prac- 
tical experience are generally agreed on the 
need of giving a definitely subjective character 
to our direct taxes. Nevertheless, this need 
causes serious anxiety to all those who advocate 
it, for a series of reasons which may be briefly 
summed up as follows: 


(a) Personal taxation is much more diffi- 
cult to collect than objective taxes, as it increa- 
ses the number and the difficulty of the assess- 
ments that have to be made. This is indeed 
true; it cannot however by denyed that the dif- 
ficulties have been greatly exaggerated. Were 
a system to be introduced similar to that of the 
British income-tax, under which it is to the 
advantage of the tax-payer to return his global 
income so as to offset the burden of a very 
high rate of taxation by a series of notable de- 
ductions and of the exemption of a fixed 
amount, to which he is only entitled at a later 
stage, generally through the repayment of the 
surplus paid, the fiscal authorities would at 
once have the assistance of the tax-payer, whose 
interest it would be to facilitate assessments, 
instead of hindering them as is now the case 
in Italy. It is true that if, in the case of in- 
come of employed workers, a system similar 
to the P.A.Y.E. were introduced, the subject 
who pays the income and deducts therefrom the 
tax, would object to the introduction of a much 
more laborious procedure. But this would not 
exclude the possibility of offsetting this draw- 
back by offering him other advantages, such 
as the saving of the premium on the tax, which 
he now has to pay. Indeed, if the tax were 
paid to the Treasury instead of being collected 
through the ordinary channels, the premium 
would no longer be charged. Lastly, it is in- 
correct to suppose that personal taxation prac- 
tically discards assessment and collection at 
source, especially when the personal tax for 
large bodies of tax-payers is not progressive. 
This is exhaustively shown by the British tax 
system. 

(b) It is said that if personal taxation is to 
be progressive, and if substantial taxable mini- 
mums are to be granted, the Treasury would 
have to accept losses which would be excessive 
for a poor economy like the Italian, with a very 
low average rate of income. But this remark 


is based rather on commonplaces than on lo- 
gical arguments. 

As far as the progressiveness of the tax is 
concerned, there is no reason why the present 
direct proportional taxes should not continue 
to be proportional, even if unified in a single 
tax. All that need be done would be to grant 
tax-payers in receipt of average incomes, per- 
sonal deductions of a more substantial kind in 
fixed amounts, and thus in practice a certain 
degree of progression would be secured. The 
deductions, indeed, would become of less im- 
portance as the income grew, and therefore the 
quota exempted would diminish, and the inci- 
dence of the tax would increase. 

In the case of the taxable minimum, two 
remarks may be made, one technical, the other 
practical. Generally speaking, the curve of 
distribution of incomes (except for the few very 
large ones) is pretty much the same in all coun- 
tries with an adequately developed economy; 
the mass of taxable incomes agglomerates near- 
ly everywhere around the average income of 
the community. It would therefore be un- 
reasonable to think of fixing a taxable mini- 
mum for the tax-payers of our country in an 
amount equal—when converted into lire—to 
that allowed by richer countries. A comparison 
drawn between the taxable minimums of two 
countries—e.g. England and Italy—can only be 
made by taking into consideration the percent- 
age of national income comprised in the amount 
exceeding that minimum in England, and by 
finding out in the case of Italy, what minimum 
income would include the like percentage of 
national income. If this method were fol- 
lowed, it would be seen that it would be pos- 
sible to grant Italian tax-payers, taxable mi- 
nimums adjusted to our average income. 

Looking at the matter from a_ practical 
standpoint, we are led to another observation 
too often forgotten in Italy. The income ob- 
tained from work only accounts in Italy for 
60 % of the national income, and a huge per- 
centage of recipients of incomes, whose num- 
ber probably approaches the total, are in re- 
ceipt of incomes obtained from work only, with 
or without the addition of incomes of some 
other description. Now, in Italy, incomes ob- 
tained from work only are either exempt from 
taxation (as in the case of agricultural labour- 
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ers, or, if they are taxed, they are entitled to 
large allowances (240,000 lire per annum). 
Practically speaking, there are therefore very 
few recipients of income in Italy who are not 
entitled to the exemption of a more or less con- 
siderable part of their income. Therefore the 
introduction of a minimum exempted, even if 
only a small one, in the case of the existing 
objective taxes also when duly unified, would 
probably not entail a substantial loss for the 
Treasury. 


(c) It is said that the grant of allowances 
(for children, etc.) would entail heavy, unbear- 
able loss on the Treasury. Here we seem to be 
brought up against one of two alternatives. 
Either it is held that the subjective, personal 
circumstances now taken into consideration in 
the case of direct taxes, are too small, or else 
it is not so held. In the latter case we start 
from the supposition that the present tax sys- 
tem is the desirable ultimate, and therefore 
there is no wish to change it. In the former 
case, the conclusions drawn by those who fear 
the possible fiscal consequences, would not seem 
to be well founded. Were it so wished, the 
global yield could be maintained unchanged. 
Evidently, it would be a question of rearrang- 
ing the internal distribution of the tax. Every 
facility granted to the tax-payers as a ”’ personal 
advantage ” may be compensated by a propor- 
tional increase of the rate of the personal tax, 
unless it be preferred to have recourse to in- 
direct taxation. The problem need not be en- 
visaged as one of collecting more or less, but 
as one of deciding in whose favour the shift 
of taxation should be made. 


In conclusion, and to sum up, it does not 
seem that any decisive obstacles stand in the 
way of giving our direct taxes a more personal 
character. 


4. - Another problem to which our system 
of taxation has given an unsatisfactory settle- 
ment is that of the qualitative discrimination 
of incomes; ¥.e. the problem of the different 
treatment that should be meted out to the sev- 
eral incomes of like amount but of a different 


type, or quality, or character. Substantially, 
the problem is one special aspect of the process 
of deducting all costs from gross incomes. It 


is a question of making all incomes of any 
description, homogeneous so as to be able to 
treat them all in the same way when their 
amounts, considered over a certain length of 
time, are equal. It is more especially a ques. 
tion of making incomes of different origin (aris. 
ing from work or from capital), or of different 
duration (temporary or perpetual incomes), or 
varying in time (fluctuating, cyclical and steady 
incomes) homogeneous. To secure a homoge. 
neous income it must be made uniform in 
time, by setting aside part thereof in the period 
in which it matures, in whole or in part, s 
as to transfer it to the period in which the 
income is null or inferior to the average. For 
these reasons incomes from work are taxed less 
heavily that incomes from capital. This is a 
preferential treatment accepted by almost all 
systems of taxation. 

How is this fiscal discrimination made in 
Italy ? All the systems known are applied, 
and they overlap one another in disorder: 


(a) in the first place, the rates at which 
income-tax is levied are graduated according 
to the nature of the income. The rates rise 
from only 4% (after the deduction of the 
240,000 lire which are tax free) on earned in- 
comes, to 26 °/ on investment income, and to 
an undefined amount which varies from one 
District to another, but which is always very 
high, in the case of incomes from real estate. 

This system, which amounts in practice to 
dividing the income into as many schedules 
as are the sources from which it comes, and 
applying to each schedule a different rate, 
offers the serious drawback of making it im- 
possible to arrive at a fair discrimination in 
the case of mixed incomes obtained in varying 
measures both from work and from capital. 
The small business in which the main source 
of income is work, is treated on the same foot- 
ing as the big concern in which income from 
capital is the principal feature. 

It is indeed true that a remedy can be found 
for this defect by classifying certain kinds of 
undertakings in other groups which are mort 
in keeping with the nature of the income. 
Thus recently, artisans’ workshops have been 
transferred from Cat. B (mixed capital and 
earned incomes) to Cat. C-1 (independently 
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earned incomes) for the purpose of income-tax. 
But this is only possible to a limited extent and 
for a limited number of cases, and is not a sys- 
tem which can provide a radical solution for 
the drawbacks complained of. It has been 
suggested that the present Cat. B should be 
undoubled, assigning company incomes to the 
first sub-class, which would pay a heavier rate, 
and to the second class, for which the rate 
would be lower, the incomes of partnerships. 
But this would evidently be too formal a crite- 
rion to adopt, as an income does not necess- 
arily change its character for the mere fact 
that the concern producing it is organised as 
a company. Nor would better results be se- 
cured by classifying the concerns according to 
the amount of their capital, as while there are 
many concerns which can only be carried on 
with a capital of their own, there are others 
which can be carried on with the capital of 
others, the company’s capital being in the na- 
ture of a guarantee (banks). A preferable sys- 
tem, though difficult to apply in practice, is 
that which, in the case of income from mixed 
sources, separates the part of the income which 
should be imputed to the entrepreneur for the 
work he performs, taxing the two sections of 
the income in the two corresponding schedules; 
(b) In the second place, until December 

31, 1947, the system followed was that of levy- 
ing, in addition to the general tax on income, 
a property tax. This system provided an auto- 
matic solution for the problem of mixed in- 
comes, as the part of the income derived from 
work is not capitalised, and therefore pays only 
income tax, while the part of the income im- 
putable to capital bears not only the burden of 
income tax but also that of the property tax. 
This system not only provides an excellent 
solution for the problem of the taxation of mix- 
ed incomes, but it also avoides levying tax- 
ation on those parts of the income which are 
not really such, but mere allotments against 
the risk of losing the invested capital and the 
probable loss of future income. The exempt- 
ion of allotments (quote) against risk from tax- 
ation is a premium granted to the more dy- 


namic forces on the market and is not without 
beneficent effects. 


t 


317 


Undoubtedly this system offers dangers and 
real disadvantages; the chief among these being 
the extreme facility with which the objective 
tax changes from a tax on income into a tax 
on capital. 

This is true above all in the case of capital 
which, for the time being, is either not yield- 
ing an income or else only an extremely low 
one. Such a tax therefore presupposes adjust- 
ments (exemption or differential rates) which 
are inevitably arbitrary. Another drawback 
consists in the fact that it taxes not only actual, 
but also expected incomes which are now being 
capitalised. But in spite of all this, the system 
would seem to be better than any other, and it 
is to be hoped that the ordinary property tax 
will be reintroduced into our fiscal system, and 
that the already high rates of the tax on in- 


comes from capital will be proportionately re- 
duced; 


(c) in the third place the discrimination 
referred to, is carried out by levying taxes on 
capital of an irregular character, such as those 
on inheritances and gifts, and stamp and regis- 
tration duties. It is evident that instead of 
levying 1% on capital each year, it is quite 
possible to levy 10 % on all sales of property 
(on the supposition that the average interval 
between one sale and another is of ten years 
duration), and to levy 35 94 on property when 
inherited on the supposition that the average 
interval between such successions is of 35 years. 
But when we compare this to the previous sys- 
tem we find it has greater defects, as it cuts 
heavily into savings and seriously hinders busi- 
ness. It is much to be hoped, therefore, that 
the taxes on business transfers (registration and 
stamp duties) will be repealed and their yield 
transferred to the taxes on capital incomes. 


5- - Another defect of our system of tax- 
ation consists in the notion of income accepted 
by our legislation and by our fiscal practice. 

The rules followed by the Italian system of 
taxation vary with the type of income. 

Incomes of employed workers (Cat. C-2 
of the income-tax), incomes of share compa- 
nies taxed on the basis of their balance-sheeis 
(Cat. B of the income-tax) and incomes from 
capital only (Cat. A of the income-tax) are 
taxed on the basis of the actual income received 
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by year. They account for a mass of incomes 
which before the war amounted to about half 
of all assessed incomes. 

Incomes from buildings are practically tax- 
ed under a system similar to that of the tithe 
based on the gross income. Thus from the 
rent received by the house-owner, the amount 
deducted is not that of the actual expenses in- 
curred but a percentage equal to one third of 
the rent. A reform, however, not yet in force 
has shifted the basis of the tax from the gross 
income to the ordinary average income. 

The incomes from personal undertakings 
(Cat. B of the income-tax) and professional 
incomes (Cat. C-1 of the income-tax) should 
legally be taxed on the basis of the income ac- 
tually earned but in practice, as it is difficult 
to require the tax-payer to keep books showing 
precisely the actual income obtained, the as- 
sessment is made on the basis of the normal 
average income calculated on the basis of the 
turnover. 

Income from lands (the rent of the land 
and in part the farmers’ profits) are assessed as 
provided by law on the basis of the income 
obtained from the farm over a long period of 
years, i.c. on the basis of the average income, 
funded after assessment over a period of not 
less than five years. In practice, the assessed 
income relates rather to the land objectively 
considered, parcel by parcel, than to the farm 
considered as the working of a series of lands, 
and the duration of the period during which 
the taxable income may not be altered is un- 
specified as the data have not been brought 
up to date. (It should be noted that the pre- 
war fiscal policy tended steadily to shift the 
basis of the assessments from the actual income 
to the ordinary average income). 

As these notes show, there are marked dif- 
ferences in the manner of fixing the taxable 
value for the difierent types of income. This 
disparity is aggravated by the fact that the 
rates for the various types of income are fixed 
regardless of the criterion used for their val- 
uation which nevertheless affects the ultimate 
amount of the tax. In other words, the tax 
levied on an average income allows of com- 
pensation between good years and bad years, 
whereas the tax levied exclusively on the actual 
income obtained year by year, does not allow 


of carring forward losses to be deducted from 
the profits of the following years, and is levied 
in reality on an income higher than that ac. 
tually received. Now this fact is not taken into 
consideration as a reason for moderating the 
rates on incomes calculated year by year as 
compared to those for which the average is 
calculated or a flat rate fixed. 

The problem of the uniformity of the cri. 
teria to be followed in fixing the notion of 
income therefore arises. 

If the problem is to be solved in a satisfac. 
tory manner, two premises of a positive charac. 
ter must be borne in mind in studying it: 


— we are living in a period of great 
monetary instability, and either for strictly 
monetary reasons or because of the situation 
of the ” conjuncture” we are witnessing con- 
stant and vast waves of rising or falling prices 
which either sum up or more rarely offset one 
another in the course of time. Even on the 
so-called ” hard money” markets, our century 
offers us movements in the general price leve' 
on a scale unknown in the previous century. 
Nor does the social, political, economic and 
technical outlok allow us to foresee that the 
situation will change in the near future; 


— the present period is, moreover, cha- 
racterised by notable economic _ instability, 
ascribable in part to political conditions, in 
part to the changed requirements of the tech- 
nique of production. As in the past century, 
so again now, this economic instability expres- 
ses itself in constant shifts in costs, proceeds, 
and, generally speaking, in prices and incomes. 
Nor does it seem that this great instability 
(precariousness) of incomes is likely to cease 
in the near future, especially if it be true that 
we are passing through a transitional stage in 
which we are shifting from national economies 
to economies on a wider basis, whether inter- 
governmental or of international groups. 


Both these circumstances contribute to 
make it very probable that the purely nominal 
and the real variations of income will continue 
in the future with the same frequency and 
intensity as in the past. 

If we accept this as the de facto situation, 
then the problem must be studied from a dif- 
ferent point of view to that from which it has 
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been considered in the past, or to that which 
might be suggested by purely technical con- 
siderations. The assessment of the average, 
or normal, or flat-rate of income, which to-day 
is widely applied by Italian legislation, loses 
under such circumstances all its advantages and 
threatens to become worthless shortly after its 
application. 

It is however pointed out by those who 
favour a differential treatment for some in- 
comes (incomes from land) to that used in the 
case of others (income from personalty) that 
the present system of cadastre, under which 
taxable income remains unchanged over a long 
period of time, encourages agrarian improve- 
ments, as the higher income obtained by the 
operating landowners remains untaxed. This 
is an argument which certainly had its weight 
in the XIXth century, under a static, peaceful 
economy, but which has lost all value under 
the circumstances above referred to. In such 
an intensely dynamic age as ours, taxation is 
a factor of little importance. And in any case 
itis difficult to understand why recourse should 
be had to fiscal manoeuvres to encourage pro- 
duction in the case of agriculture, and not in 
that of industry. 

It is also pointed out that the cadastre is 
the only means that prevents evasion, which 
would occur if the Treasury were to attempt to 
assess the income of each individual farmer. 
This criticism is perhaps unduly pessimistic, as 
it is not easy to understand why it should be 
impossible to do in Italy what is successfully 
done elsewhere. 

On the other hand, it may not be out of 
place to recall that under the existing cadastre 
system, a notable, though legally sanctioned 
evasion does, as a matter of fact, take place 
owing to the difference between the global tax- 
able income and the real income of the farmer. 
The remark that the rotation of crops does not 
allow the income to be ascertained before the 
close of the four or five year period of a full 
rotation, has little economic significance. It 
has little significance both because the rotation 
isnot made over the whole agricultural under- 
taking, as each year a fourth or a fifth of the 
aa is assigned to each of the several crops, 
which thus alternate, securing each year for 
the undertaking a full income; and because, 
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strictly speaking, industrial undertakings also 
cannot be said to have closed with a profit or 
a loss until the whole productive cycle is com- 
pleted. (2) 

The assessment of the actual income is not 
only the sole rational basis under modern eco- 
nomic conditions, but it is also the sole basis 
possible for personal taxation, towards which 
we must inevitably move, and in which the 
deduction of specific amounts and not of flat 
rates plays a part. 


6.-- The notion of income might be duly 
enlarged by including the capital plus-values 
secured, which cannot now be assessed for pur- 
poses of income-tax. The problem would ac- 
quire special importance if it were decided to 
abolish registration duty, transferring its bur- 
den to the ordinary property tax, should it be 
reintroduced. 

The following arguments can be adduced 
in favour of the taxation of plus-values : 


— income-tax is levied both on consumed 
and saved income. If plus-values are not tax- 


ed, a form of saved income is unjustifiably ex- 
empted ; . 


— these plus-values are taxed when se- 
cured by a Company; but are not taxed when 
secured by a person; there is no substantial 
reason for applying a different treatment to 
the same phenomenon, based on the subject to 
whom it refers; 


— plus-values are income pure and sim- 
ple; indeed, from the standpoint of quality 
they offer normally a wider opportunity for 
taxation, as such values are generally obtained 
without calling for any special effort; 


— the need of such taxation reappears, 
moreover, constantly when our financial situa- 
tion becomes difficult; it takes the form of tax- 
ation of a contingent and transitory nature. 
These experiments have always yield unsatis- 
factory results as they have not been based on 
homogeneous and sound criteria; 


— the taxation of plus-values affords the 
only means for the rational and complete tax- 


(2) Anyhow, the cadastre system might still be kept going 
not only for its juridical value as a means of proving rights 
of ownership, but also as a means for identifying the tax-payers 
and as a valuable auxiliary help in assessing real income. 
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ation of profitsarising from the economic 


” ” 
. 


conjuncture ”’; 


— the reasonableness and advisability of 
such taxation is shown by the recent trend of 
legislation which aims more and more at bring- 
ing such values within the field of the income- 
tax; we find that this extension has been made 
in the United States and Germany. 

Against their inclusion objections can cer- 
tainly be raised which cannot be disregarded: 


— as a matter of fact, plus-values are al- 
ready taxed by the duty on transfers. This ob- 
jection, however, is valueless as the rate of 
that tax is proportionate to the full value of the 
goods transferred and not to the difference be- 
tween the purchase price and the sales price. 
And a tax may therefore be levied even in the 
case of a minus-value. In any case, the plus- 
values are only taxed casually and not on the 
basis of any reasoning. The above argument 
can be used rather as affording yet another 
reason for the repeal of the taxes on transfers 
of wealth; 

— a taxation of plus-values under the 
progressive tax might turn out to be an excess- 
ive measure. This drawback, however, could 
be easily avoided by extending to the said plus- 


values the principles applied in the case of in- 


comes earned once and for all (una tantum), 
In fixing the rate, the plus-value would be sub- 
divided over the length of time taken to secure 
it. In this way the tax would not prove an 
obstacle to the circulation of goods. All the 
more so, as the rate of the tax, substantial 
though it may be, on plus-values would cer- 
tainly in the long run prove to be a lesser bur. 
den than the present rate of the tax cn the 
transfer of the whole value; 


— there might be a danger, in periods of 
monetary instability, that such taxation would 
be levied, above all, on merely nominal plus- 
values. Setting aside the remark that the same 
problem now arises for companies at the time 
when they realize their capital assets either 
through amortization or through sale, it may 
perhaps be sufficient to recall that the tech- 
nique of the index-numbers for the purchasing 
power of money would seem to make it easy 
to solve the problem, especially if, in this field, 
we have the courage to give up once and for 
all the principle of the nominal value of the 
currency. 


Of course, evident reasons of equity and of 
fiscal consistency make it absolutely necessary 
to include in the calculation of income not 
only plus-values but also minus-value. 
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1. - For some time already Italian economic 
and financial circles have been expecting the 
repeal of the extraordinary progressive tax on 
dividends, and the revision of existing regul- 
ations on the investment of foreign capital in 
Italy and on the revaluation of stock-capital for 
monetary adjustment. 

In the general expectation these measures 
should have eliminated most of the difficulties 
met in the financing of Italian Companies. A 
repeal of the tax on dividends added to a reval- 
uation of assets, consented in a measure ade- 
quate to the actual depreciation of the lira and 
exempt from heavy taxation, would, it was 
believed, favour at the same time a revival of 
the depressed stock markets and the direct flow 
of investments to production. Moreover, the 
unhindered flow of foreign capital would add 
to the investment of national savings, which 
are inadequate to cover the requirements of 
recovery and reconstruction. 

After having been frequently discussed by 
the Council of Ministers and examined several 
times by expert committees, these measures 
were finally formulated in Decree No. 49 of 
February 14, 1948 and Decree No. 211 of March 
2, 1948. But, judging by the criticism to which 
they gave rise, they did not meet with the ap- 
proval of the parties concerned, being consid- 
ered as excessively restrictive and, in any case, 
inadequate to the desired ends. 

A study of the measures contained in the 
two Decrees and of the principles on which 
they are based leads us to consider the object- 
ive conditions at the time of their publication, 
making a rapid survey of the circumstances of 
the stock market during these last years. 


2. - The technique of the so-called ” mon- 
etary circuit’ adopted in Italy during the war 


in order to re-absorb on behalf of the Trea- 
sury the availabilities of the market swollen 
by public expenditure, has already been dealt 
with in this review (1). With regard to the 
stock market it consisted of a series of except- 
ional measures—in addition to those already 
in force since the time of the military cam- 
paign in Ethiopia (2)}—which aimed mainiy 
at favouring the investment of liquid assets in 
State securities; investment in equities was at 
first rendered less profitable and, later, more 
and more burdensome. 

The series of restrictive measures started in 
July 1940 with the special tax on excess profits 
deriving from the state of war (Law No. 813 
of July 1, 1940), which represented a progress- 
ive yearly burden of from 10 to 60 per cent 
of the profits from commercial and industrial 
activities exceeding the so-called normal in- 


(1) Marcetto Mancini: The Italian Money Market and the 
Financing of the Treasury, in this Review, July, 1947, p. 100. 

(2) These measures are: 

Decree No. 1627 of September 7, 1935 concerning the 
institution of the so-called *’ coupon tax ’’ (imposta cedolare), 
a ten per cent tax on dividends and the interest accruing to 
holders of unregistered stock issued in Italy by companies and 
concerns other than the State; the issuing company had to 
levy this tax from the stockholders. The aim of this tax was 
to stimulate the conversion of bearer stock into registered 
stock, in order to avoid any evasion of the general income tax 
on total income (imposta complementare); 

Decree No. 1744 of October 5, 1936 obliging stock com- 
panies (with the exception of municipal concerns) to pay a 
tax on the dividends distributed with stronghly progressive 
rates. After the alterations resulting from the application of 
the extraordinary tax on the capital of joint stock companies, 
which was introduced in October 1937, the tax on dividends 
fluctuated: between 5 per cent (for dividends between 8 and 9 
per cent of the capital plus the reserves as shown by the 
balance-sheet) and 60 per cent (for dividends of over 14 per 
cent). The aim of this tax was to keep the distributed profits 
within the non-taxable limits and accumulate the excess in the 
form of reserve funds, 





322 Banca Nazionale del Lavoro 


come (3). The severity of this tax, however, 
was mitigated by the faculty to transfer to ca- 
pital part of the reserves, without hitting them 
with the tax on dividends and the ” coupon 
tax”. Thus, without any change taking place 
on the actual assets of the concern, it was pos- 
sible, by means of negotiating options, to dis- 
tribute higher profits without the burden of 
the two above-mentioned taxes and to increase 
the ordinary income which was free from the 
excess profits tax. But later on, these advant- 
ages were also neutralised. Some months later, 
in order to eliminate speculation and improve 
the economic situation of the businesses sums 
transferred to capital were subject to a 100 per 
cent tax (Decree No. 1714 of Dec. 27, 1940). 
In addition, a measure which had been re- 
pealed in 1936 was adopted again, limiting the 
distribution of profits from any company to a 
maximum level of 7 per cent of the capital paid 
up, or to the figure of the last yearly dividend 
or of the average dividend for the last three 
years, reduced by one-eigth in both cases. 

Further, in another Decree (No. 1713 of 
December 27, 1940) the coupon tax” was 
raised from 10 to 20 per cent for shares, while 
remaining unchanged for fixed-interest stock. 

However, these restrictive measures did not 
succeed in preventing a rise in quotations. 
The heavy demand for stock, due to the larger 
amount of capital to be invested, was not 
offset by an adequate supply. And this not 
only because the holders of stocks and shares 
wished to keep them, but also because, in the 
meantime, a check had been placed on the 
formation of new companies, as well as on 
capital increases and on the issuing of stock 
by already existing concerns, which had to sec- 
ure prior Government permission whenever the 
stodk issues or capital increases exceeded a 
total of one million lire. (4) 


(3) According to the law, the normal income for compa- 
nies and businesses that are taxed on the returns of their ba- 
lance-sheets is the income assessed for income tax for the 
years 1937-1938. 

(4) This measure—already contained in Decree No. 1613 
of September 5, 1935 valid unii! June 30, 1939—had then been 
extended for one year (Law No. 938 of June 22, 1939), at the 
end of which term it was again extended until the coming 
into force of the new Civil Code (Law No. 495 of June 13, 
1940). 


Other Decrees were passed, therefore, to 
check the activity of the stock market and pre- 
vent excessive speculation. 

In July 1941 @ tax was placed on the sur. 
plus value (5) of shares quoted on the Stock 
Exchange (Decree No. 647 of July 15, 1941), 
with progressive rates from 10 to 50 per cent, 
As the system of assessment proved ineffective 
in practice, owing to the fact that, in order to 
evade the higher rates, sales were split Up s0 
as to keep the surplus value within the limits 
on which the lowest rate was levied, shortly 
after (Decree No. 1014 of September 27, 1941) 
the tax was transformed into a proportional 
one at the uniform rate of 20 per cent, and 
extended also to shares not quoted on the stock 
exchange. This extension was made necessary 
by the shifting of stock exchange transactions 
from shares quoted to those not quoted and 
by the favoured situation in which the latter 
found themselves. 

The same Decree increased the tax on re- 
gistered stock transfers from 3 to 6 per thou- 
sand (6), while shares changing hands were 
further hit by a 4 per cent transfer surtax on 
the full price of cession, to be paid by the pur- 
chaser. (7) 

At the same time as these transfer taxes, 
one of the most burdensome measures was 
adopted, which is still in force today, namely 
the compulsory registration of shares issued by 
companies with their headquarters in Italy (*) 

(5) The law considered as a surplus value the difference 
between the price at which the shares were sold and a re- 
ference price determined by various principles according to the 
period in which the transaction took place. 

(6) The transfer tax, laid down in Decree No. 3280 of 
December 30, 1923, applies to certificates, bonds and shares, 
both registered and bearer. It is paid yearly on the value of 
the securities, on the basis of the average quotation for the 
previous year. As from 1942 this tax was fixe! <i the s7; 
rate of 6 per thousand both for registered and bearer stock 
(Decree No. 1014 ef September 27, 1941). 

(7) The conversion Law No. 1469 of December 29, 194!: 
increased this tax to 5 per cent; but instead of on the price at 
cession, this was calculated on the difference between this price 
and the nominal value of the security. Later, Decree No. 1398 
of December 4, 1942 fixed the tax at 4 per cent again for 
shares not quoted on the stock exchange, to be calculated oa 
the whole price of cession, as it had been seen that the con- 
tracting parties succeeded in evading by attributing fictitious 
values to the securities. 

(8) The compulsory registration of shares had existed for 
credit institutes since March 1936 and was introduced by the 


Banking Law which, however, provided for certain categories 
of bearer shares. A Ministerial Decree of June 22, 1942 & 
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Decree No. 1148 of October 25, 1941, ae 
the limit for registration at June 30, 1942; 1 
provided that unconverted shares would be Aa 
prived of all their rights, extended the coupon 
tax to registered shares and issued a ban for- 
bidding companies to own shares in other com- 
panies to a value exceeding that of their own 
capital. 

Although the object of this law was mainly 
fscal, it tended also to restrict the share mar- 
ket, which had only been slightly affected by 
previous measures. 

Even this new attempt did not succeed in 
modifying the upward trend of quotations, 
although it somewhat slowed down the rate of 
increase. It was for this reason that in No- 
vember 1942 (Decree No. 1316 of November 
21, 1942) a new and more drastic measure was 
adopted concerning purchasers of shares: com- 
pulsory investment in a special series of 3 per 
cent Treasury Bonds of a sum equal to the 
amount of shares purchased. In this manner, 
the purchase of shares being connected with 
that of fixed interest bearing securities, the ad- 
vantage of the investment made as a safeguard 
against currency devaluation was neutralised. 

Further, within the framework of the po- 
licy tending to limit investments not corres- 
ponding to immediate war requirements, in 
April 1942 (Decree No. 322 of April 7, 1942) 
the compulsion to ask for prior Government 
permission for any issue exceeding one million 
lire was extended to a date six months after 
the cessation of hostilities (9) while the follow- 
ing month (Decree No. 520 of May 21, 1942) 
newly formed companies were obliged to in- 


tended this compulsion to the stock of companies having their 
headquarters in Italy, but circulating abroad, and Decree 1750 
of October 24, 1942 extended it to companies having their 
headquarters in Lybia. 

(9) The Decree of February 15, 1946, No. 161, extended 
the obligation until December 31, 1946, but raised from 1 to 
100 million the limit beyond which the Companies were re- 
quired to apply for the prescribed authorisation, which had, 
however, to be applied for in any case and for any amount 
when the Company was one whose securities were quoted on the 
stock exchange. A furter extension until December 31, 1947 
was introduced by the Decree of January 4, 1947 which provides, 
regardless of whether the securities are quoted on the stock ex- 
change or not, that the Companies shall not apply for authoris- 
ation for amounts not exceeding 100 million lire. The latest 
measure is the Decree of February 3, 1948, No. 162. which ex- 
tends the aforesaid obligation until Decc.nver 31, 1948. 


333 


vest in 3% Treasury Bonds a sum equal to 
20 per cent of the subscribed capital (10). 

Lastly, in order to safeguard national as- 
sets against the influence of foreign capital 
(Decree No. 807 of July 24, 1942), not only the 
purchase of real estate and business concerns 
by foreign nationals but also the subscription 
to and purchase of shares in companies work- 
ing in Italy required prior authorisation from 
the Government. 

Thus, the aim to direct all available mon- 
etary assets flowing on to the stock market 
towards State securities resulted in a more and 
more complicated and burdensome legal struc- 
ture. The summarised list of the most import- 


Taste | 
MOVEMENT OF ITALIAN JOINT-STOCK COMPANIES 


(millions of lire) 








| New 
com- | Increase 
panies |of capita! 
formed 


Reduc- | Net vari- 
Total jtion of | ation over | 
\Capital the period | 


6-4-5 





I 2 3 | ! | 5 





1938 | 341 6,568 | 
1939 525 
1940 693 


1941 472 


6,909 | 1,474 | 
4,296 | 4,821 | 1,682 
5,701, 6,394) 1,642 | - 
7,849, 8,321) 1,554 
1942 248| 8,184! 8,432) 5,773|-+ 2,659 
1943 385 2,596 2,981 1,807 of 1,174) 
#944 ¢ 566 1,463 2,029 | 1,607 a 422] 
1945 ) i 
1946 (a)| 3,527| 13,043| 16,570, 1,030 


1947 5,568 104,850 | 110,418) 1,321 


5.435 
3,139 
4,752 
6,767} 











15,540 
+ 109,097 


| 
| 


(a) Provisional data. 


ant measures adopted shows that the basic line 
followed by the law-makers in their attempt to 
restrict the activity of the Stock Exchange was 
twofold. First, it aimed at reducing the yield 
on shares, so as to weaken the incentive to 
such investment. Secondly, it aimed at mak- 
ing the transfer of securities from one bearer 
to another less and less profitable in order to 
check speculation. Nor should the various ob- 
stacles be neglected which hindered the flow 
of capital to existing or newly-formed concerns 
not connected with war requirements (see Ta- 
ble I), which aimed at preventing an increase 
in the volume of floating stock on the market. 

(10) With somewhat different methods and percentages this 


compulsion was extended also to the capital increases of already 
existing companies. 
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Although all these measures resulted in a 
lowering of the interest on shares and a reduct- 
ion in the volume of transfers to a negligible 
figure, they did not succeed in checking the in- 
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crease in share quotations or in causing a great- 
er preference for public funds. 

Between 1940, and the first half of 1943, 
the index number for the principal share val- 
ues (calculated by the Economic Department 
of the Bank of Italy) was characterised by a 
general upward swing, only interrupted for 
short periods by a fall resulting from the ap. 
plication of the measures we have discussed, 

Obviously during those years the public 
sought protection from the progressive depre- 
ciation of the lira by investing in equities, A 
logical explanation of this phenomenon can 
therefore be found in the currency factor, cer- 
tainly not in the return on capital which, ow- 
ing to the restrictive system applied to divi- 
dends and to increased share quotations, was 


reduced to a lower level than had ever been 
reached before (see Chart I and Table II). 






































































































































Source: Bolletiino of the Economic Department of the Bank of Italy, no. 12, December 1947, pp. 68-69. 
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YIELD OF THE PRINCIPAL SHARE SECURITIES QUOTED ON THE MILAN STOCK EXCHANGE 
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ancia 3 g otal 
D . Metals Real | 
ate and Textile ond Bag and | and | Beant | Sundry Share | 
Insurance neering kindred | Chemical | ‘state aaiiie | 
_ 
| Kita: SER. 
| 1938 December 5.07 6.56 5.60 < a aaa 5.15 5.67 
| 1939 » 4.16 3.93 4.18 4.37 4-78 | 3.94 4.50 4.32 
| 1940 » 4.36 3.70 3.84 3.77 4.62 | 3.38 3.51 3.89 
1941 » 3.67 2.43 | 3.18 2.69 3.21 1.86 2.75 2.88 
| 1942 » 3.60 3.88 | 3.16 2,26 2,82 | 1.69 2.28 2.64 
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| 1044 » 0.61 0.40 0.92 0.4% | 0.50 0.18 | 0.51 0.52 
| 1045 » = as aa — - _— | _ _ 
1946 January -- _— _— — | an — - 
» February . — ~~ = — eb ae waa = 
| » March 0.64 0.08 | -- | 0.30 0.42 0.26 | 0.15 0.25 
» April 0.79 0.17 0.04 | 0.23 0.47 0.46 0.21 0.27 
» May 0.66 0.50 0.03 | 0.33 0.40 0.41 0.3 0.35 
| » June 7. 0.54 | 0.38 0.03 | 0.28 | 0.31 0.50 «| 0. 30 0.29 
OD it sh koe a, cd 0.36 | 0.29 0.02 | 0.33 | 0.36 0.40 0.2 0.27 
| » August 0.26 | 0.23 0,02 0.22 | 0. 34 0.30) | O.15 0.20 
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» June 0.15 0.62 0. 36 0.20 | o.%4 0.22 | 0.80 0.36 
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The economic significance of the upward 
trend is apparent, if one compares the develop- 
ment of the index number for shares with that 
for wholesale prices (11) and circulation. 

During the first months of 1943 the author- 
ities themselves realised the expediency of al- 
lowing a revival of activity on the share mar- 
ket. This change of direction gave rise to a 
certain loosening of the restrictive measures, 
the application of which had had the most 
drastic effects. i 

Decree No. 235 of April 12, 1943 repealed 
the compulsion to invest in the special 3 per 
cent Treasury Bonds, both when purchasing 
shares and when founding a joint stock com- 
pany or increasing capital. The same Decree 
repealed the tax on the surplus value which was 
embodied in the transfer surtax. The latter 
underwent a structural change on this occasion; 
instead of a standard rate on the selling price, 
the surtax was applied at two different rates, 

(11) The index number for wholesale prices was calculated, 
up to 1943, only on the basis of official prices, whereas it was 
well known that, from the very beginning of the war, there was 


a considerable difference between official and black-market 
prices. 
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(a) See explanatory notes of Table III. 


Taste Ill 
SHARE QUOTATIONS, NOTE CIRCULATION, 
WHOLESALE PRICES, DOLLAR QUOTATION 
(Indexes - 1938 = 100) 
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Quota- Circul-| sale Quot- 
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1,538 
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1,317 
1,543 
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2,131 
2,299 
2,299 
| 2,653 
3,002 
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| 2,966 
2,865 
2,599 
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2,626 | 
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March 





| 1399 3,867 2,935 | 


(a) The index numbers, refer to the quotations of the lead- 
ing shares listed at the Milan stock-exchange (5 financial 
and insurance, 5 textile, g mineral, metal, engineering, g elec- 
trical and kindred, 5 sugar and chemical, 3 real estate, 4 other 
securities). They are compiled by the Economic Department of 
the Bank of Italy. 

(b) Inclusive of the Bank of Italy notes, State notes, and, 
since 1943, Am-lire. 

(c) Index numbers compiled by the Central Institute of Statis- 
tics. For the years 1943-45 the index numbers are provisional 
and have been taken from the Statistical Yearbooks *’ Annali di 
Statistica ’’, Series VII, vol. I, p. 19. 

(d) Index number of the price of the dollar note on the Milan 
black market. As the basis for the calculation for 1938 it has 
been deemed advisable to adopt the cconomic parity rather than 
the official one (19 lire=1 $), which did not correspond to the 
level of prices on the home market in Italy and in the U.S.A. 
The economic parity 1938 (22.62 lire=1 $) has been calculated 
on the supposition that it coincided with the official parity of 1929. 
Considering that in 1929 the official parity was 19.09 and that 
in 1938 the wholesale price index on the basis 1929=100 was 
respectively 97.76 for Italy and 82.48 for the U.S., the coefficient 
obtained is 1.185 so that 19.09 x 1.185 =22.62. 
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both on shares quoted on the stock exchange 
and those not quoted, namely, 3 per cent on 
the selling price up to the nominal value and 
20 per cent on the portion exceeding this value. 
For option rights and enjoyment shares there 
was only one rate, equal to 20 per cent of the 
selling price. 

The ” coupon tax” which had meanwhile 
been raised from 20 to 25 per cent was re- 
duced to 15 per cent in November 1943, the 
company being permitted to place to their own 
account a quota of 5 per cent. (12). 

This trend towards a relieving of the mar- 
ket was then checked by political and military 
events and a fresh start could not be made 
until the liberation of Italy was completed. 

Although only partly freed from the restrict- 
ions, share quotations during the period from 
April 1943 to December 1944 reacted promptly 
to the growing inflation, encouraged by large 
issues of paper money, and to the psychological 
attitude of the people who were more eager 
than ever to invest their money in real values. 
By the end of 1944 the general index for shares 
on the Milan Stock Exchange had risen to 1136 
as compared with 100 in December 1938. 


3. - In January 1945 share quotations show- 
ed a sudden downward trend, which lasted for 
the whole year and until April 1946. (see Chart 
II, and Table Ill). 

When the whole of Italy was united again 
(April 1945), the monetary factor, which had 
so far determined the trend of the market, be- 
came a secondary factor and new factors came 
into action. The necessity of reviving product- 
ion, replenishing depleted stocks and repairing 
war damage, caused a number of businesses to 
start selling the shares in which they had pre- 
viously invested part of their circulating capital 
with the aim of avoiding the consequences of 
depreciation. Further, rumours concerning the 
nationalisation of businesses, together with the 
difficulties besetting a satisfactory revival of 
production, such as shortage of raw materials 
and fuel, inadequate transport, obstacles to for- 
eign trade, etc., caused the public to lose inter- 
est in this type of investment. 

To the above reasons should be added the 


(12) With Decree No. 384 of October 19, 1944, the rate 
was reduced to 10 per cent, 


economic changes that were an indirect conse. 
quence of the war, such as the shifting of 
wealth and the redistribution of income to the 
advantage of social classes traditionally given 
to hoarding bank-notes and quite unfamiliar 
with equities. 

These are the fundamental causes of the 
depression which lasted over sixteen months 
and which brought the index for share values 
down to a level that hardly seemed to be justi- 
fied even by the negative aspects of the situa. 
tion. With the exception of a temporary halt 
in October and November 1945, following the 
return to future delivery transactions, on the 
Milan stock exchange quotations showed a 
continuous downward trend, although the trans. 
fer surtax had meanwhile been reduced from 
25 to 3 per cent (Decree No. 301 of May 25, 
1945). In fact, the general index number, which 
had reached the level of 1136 in December 
1944, dropped to 891 in June, to 588 in Decem- 
ber 1945 and to 416 in April 1946, despite the 
fact that at that date the volume of note-circul- 
ation had reached a total almost 18 times the 
1938 level and wholesale prices had reached a 
still higher level (see Chart II). 

Under the pressure of circumstances the 
Government issued some Decrees revoking oth- 
er restrictions that had been in force since the 
war and aiming to give back to the stock ex- 
changes a greater freedom of action; taxes on 
share investments were also reduced. So De- 
cree No. 403 of May 14, 1946 repealed the 
” coupon tax”, Decree No. 420 of May 14, 
1946 repealed the transfer surtax and Decree 
No. 497 of May 17, 1946 cancelled the restrict: 
ions connected with the distribution of divi- 
dends by companies (13), while as from Ja- 
nuary 1, 1946 the transfer tax was reduced to 
3 per thousand for registered stock only. 

But what was really of outstanding import: 
ance, in the state of depression of the market, 
was Decree No. 436 of May 27, 1946 allowing 
the application of the coefficients for monetary 
adjustment to the amortization quotas and the 
transfer to capital of credit balances deriving 
from the revaluation of assets. 


(13) With regard to profits, however, the extraordinary 
progressive tax imposed in 1937 remained in force and, ™ 
practice, reduced the advantage ensuing from the repeal of 
the above restrictions, 
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4. - The progressive depreciation of the lira 
from 1939 onward had resulted in the assets 
forming the fixed capital of the companies 
being set down for nominal values no longer 
in accord with their actual values. Naturally, 
the farther back was the time of their being 
written down on the balance-sheet, the greater 
was the incongruity. 

The most serious drawback of this situa- 
tion was that amortization quotas, calculated 
on the basis of the old purchasing power of the 
lira;weighed less and less in determininig pro- 
duction costs. Costs on paper being therefore 
lower than actual costs, fictitious profits were 
made and consequently dividends were dis- 
tributed that were actually part of capital. As 
regards taxation, the concerns administered as 
companies—which are taxed in Italy on the 
returns of their balance sheets—had to pay 
taxes on income that in reality was not such. 

All this throws light on the need for a re- 
vision of balance-sheet values; a common mon- 
etary denomination should be found to values 
previously measured in lire of different pur- 
chasing power. 

Capital revaluation through monetary ad- 
justment was not a new problem in Italy inas- 
much as measures to this effect (Decree No. 163 
of February 4, 1937) had already been taken 
as a result of the lira alignment of October 
1936. The application of coefficient 1.6932, 
resulting from the ratio between the gold par- 
ity fixed for the Italian lira by the stabilisation 
law of December 1927 (mmg. 7.919113) and 
that laid down by the law of October 1936 
(mmg. 4.677), was allowed in order to obtain 
amore adequate determination of amortization 
quotas; at the same time it was explicitly for- 
bidden to distribute revaluation balances to 
shareholders or to use them to increase capi- 
tal (14). Moreover, these balances could not 


(14) A partial derogation from this ban was provided when 
the special tax on the capital of joint-stock companies was laid 
down, in order to facilitate payment. (Decree No. 1729 of Octo- 
ber 19, 1937). Balances resulting from revaluation could be dis- 
tributed to shareholders in the form of an issue of free shares 
for a nominal value not exceeding double the amount of the 
tax due or could be used to reconstitute capital that had de- 
Preciated between 1931 and 1935. This permission, however, 
was conditional on the simultaneous issue of shares to be 


paid up in cash to an amount equal to half the shares distri- 
buted free. 
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be calculated as part of the reserves either, in 
order to obtain exemption from the tax on dis- 
tributed profits. 

On that occasion the problem of the reval- 
uation of capital assets was not really urgent, 
since the gradual and not very marked depre- 
ciation of the lira had already effected a partial 
adjustment of values to the new monetary base. 
The ban on the transfer of balances to capital 
was more in the nature of a prudential measure 
enabling concerns to take advantage of this 
favourable situation to strengthen their assets 
or to make up for the losses suffered during 
the period of depression that started in 1929. 
The measures aimed at limiting the distribution 
of profits, which were already in force, were 
inspired by the same principle. 

As a result of the striking depreciation of 
the lira during and after World War II, reval- 
uation through monetary adjustment has assum- 
ed far greater importance than in 1936. 

Although only of a temporary nature, the 
first measure adopted in this regard (Decree 
No. 436 of May 27, 1946) regulated the prob- 
lem in its twofold fiscal and financial aspect. 
With the repeal of provisions contained in the 
Decree of February 4, 1937, it became possible 
to use credit balances resulting from revalua- 
tion to cover losses or for write-ups of capital. 
In the latter case, however, the companies must 
at the same time undertake to increase their re- 
serves in the same proportion as already exist- 
ed between capital and reserves. The use of 
these balances was exempt from income tax 
and other contributions. 

With regard to the extent to which this re- 
valuation might take place, the Decree provid- 
ed that the values still appearing on the balance- 
sheet, and entered between 1928 and 1936 
should first be multiplied by the above-men- 
tioned coefficient of 1.6932 (15) and the values 
thus obtained—as well as for new assets entered 
on. the balance-sheet between 1937 and 1938— 
should be multiplied by 5. For assets acquired 


(15) According to the terms laid down in Ministerial Cir- 
cular 3320 of November 28, 1946, for values entered in the 
balance-sheet before 1927, revaluation is obtained by applying 
to the costs calculated in gold lire, first the coefficient of sta- 
hilisation 3.6661 and then the coefficient of adjustment 1.6932. 

















after this period the following coefficients have 






































been fixed: 
for capital invested in 1939 4-35 
» » » » I940 3-75 
» » » » IgQ4I-42 3-15 
» » » » 1943 2.50 
» » » » 1944 1.25 














The same coefficients were naturally consid- 
ered for calculating amortization quotas which, 
as from 1944, could be deducted from gross in- 
come in order to determine both the income tax 
and the tax on excess war profits. 
































5 - As a result of the combined effect of 
these concessions, in May 1946—after a long 
period of depression—the share market resumed 
its upward trend and a process of adjustment 
started which was logically justified by the 
general economic situation. This upward 
trend, which lasted practically uninterruptedly 
for 4 months, reached its highest point in 
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August 1946. The general index number for 
the principal shares rose from 413 to 1,010 
with a total increase of 144 per cent. 

This recovery, however, has to be consid- 
ered in connection with the monetary factor. 
The rise in share quotations concided in fact 
(see Chart II and Table III), with the expan- 
sion in the volume of currency in circulation 
and with a further drop in the purchasing 
power of the lira, shown by the rise in 
domestic prices and the exchange rates for 
hard currencies. The alarm caused by this 
state of affairs manifested itself by the flow 
of considerable cash assets to the stock ex- 
change where, however, they did not find an 
adequate counterpart in shares on the market. 
Special circumstances influenced the public and 
the trend of speculation, which centred mainly 
on shares that were expected to attain a big 
difference in price. A typical instance was 
the textile industry: foreign trade on a private 
basis having been resumed and large exports 





INDEX NUMBERS FOR THE QUOTATIONS OF THE LEADING SHARE SECURITIES Taste IV 
QUOTED ON THE MILAN STOCK EXCHANGE 
(December 1938= 100) 














































































































































































































































| Financial Mineral, Electrical | Sugar Real 
Date and Textile ieee ‘ and | and ieatin Sundry Total 
| Insurance and £n8" | kindred | Chemical | 
| | neering a os! 
| tds) jee a | 
| 1996 January 419 | 856 | 353 476 | §2% | 763 735 502 
» February . 373 | 877 | 353 475 | 487 | 762 786 498 
» March . 372 | 865 | 336 452 487 | 709 737 479 
» April 302 | 811 286 375 | 436 | 591 671 413 
» May 360 | 1,013 | 332 422 518 | 675 761 481 
» June 439 | 1,344 368 488 602 | 753 | g20 571 
» July | 567 | 1,771 489 614 | 567 | 915 1,308 741 
| » August eile | 802 | 2,208 594 | 932 937 1,231 1,806 1,010 
» September . . . 675 | 2,033 562 782 895 | 1,081 1,648 896 
» October ae’ 636 | 2,117 | 531 724 «| 837 1.023 1,578 858 
» November 748 | 2,796 | 603 815 955 | 1,356 1,921 1,019 
» December. 1,010 l 3,736 | 879 1,076 | 1,190 1,735 2,359 1,353 
heed January 1,042 3907 | tone |}. athe | > S88 1,723 | 2,481 1,426 
February . 1,184 | 4,059 | 1,132 1,109 | 1,281 1,772 2,631 1,502 
| » March. 1,434 | 4,976 | 1,517 | 1,303 | 1,483 2,564 | 3,103 1,844 
» April 2,407. | 7,942 2,193 1,947 | 2,250 3,215 4,376 2,769 
| » May 2,700 | 8,1or 2,849 2,019 | 2,951 4,174 4,426 3,116 
» June | 2522 | 6457 2,554 1,699 | 2,563 | 3,328 3,959 2,081 
» July | 1,972 | 5,938 1,917 | 1,413 | 2,520 | 2,825 3,474 2,251 
» August | 2,052 | 6,606 2,226 | 1,576 | 2,577 3.234 | 3,967 2,501 
» September 1,757 5,838 1,933 1,354 | 2,325 | 2,825 3,538 2,185 
» October | 1,386 4,337 1,454 1,079 | 1,875 2,393 2,789 1,695 
» November ... . 1,104 3,120 | 1,226 862 | 1,615 2,008 2,257 1,360 
» December. . . .. 923 | 2,982 |; 1,066 748 | 1,414 I,90r | 2,240 1,199 
| 1948 January . 2... . 1,113 3,337 91s 757, | 1,534 2,102 | 2,636 — 
» February... . . 952 3,220 708 670 1,408 1,856 2,186 | 1,08 | 
S Me. 2 wt a 1,207 3,743 962 918 | 1,729 2,264 | 2,793 | 1,399 | 


Source: Bolleitino of the Economic Department of the Bank of Italy, no. 12, December, 1947, pp. 68-69. 
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MOVEMENT OF SECURITIES ON THE ITALIAN STOCK EXCHANGES 
(Values at wae prices in millions of lire) 


Gov't or Gov't 
Guaranteed Securities 








Debentures Shares | 


Total 


In thousands Value 
1946 - January. . . . . . 4,104 858 
» -February .... 2,373 $13 
qe 2,364 524 
Ser ere 3,314 526 
Wee fs ee ed 2,239 492 
2 ee ae 1,846 | 467 
Re vest wee: fe 1,900 458 
- Mmmm . 2 sts 1,622 366 
-September. . . . 2,485 543 
vas. a Ss ke 3,437 711 
es 3,582 | 783 
- December . .... 3,859 726 


reeet. 32,126 6,968 


- January. . — | 2,779 467 
-February .... 1,816 372 
No em. ee 3,982 522 
a ee eae 4,96r | 617 

_. a ae ae ae 5,433 691 
= a oe 5,310 636 
Oa oe a es 5,131 | 598 
re 3,494 380 
- September. . . . 4,369 472 
- October . 6,388 } 762 
- November . ‘i 5,908 674 
a 7,687 | 797 


Total 57,258 6,987 
i 





at extremely advantageous prices being antici- 
pated, textile shares soon became the most po- 
pular investment. In this period textile share 
quotations showed the biggest increase (172 °%/), 
followed closely by financial and insurance 
shares (166 °/), while shares in the mining and 
heavy industries (107 °/), the chemical sector 
(115 °%) and the real estate sector (108 °4)}— 
owing to rent control and the prohibitive cost 
of new buildings—appeared to be neglected. 

The importance of this trend is also proved 
by the quantity of shares negotiated (see Ta- 
ble V) which, in the period May-August 1946, 
clearly showed the greater interest in equities 
to the detriment of State securities and bonds. 
In fact the volume of equities negotiated 
monthly in all the Italian stock exchanges, cal- 
culated on the basis of the prices of compen- 
sation, amounted to an average of about 2,710 
million lire and formed 85 per cent of all trans- 


| In thous: = Value 





value 
Value | 


In P Tr 


' — 
38 1,703 662 1,558 
29 2,165 695 | 1,237 
32 2,125 | 587 | 1,143 
33 1,677 551 | 1,110 
32 2,504 1,036 | 1,560 
28 2,914 1,626 | 2,121 
31 5,818 | 3,903 | 4,392 
18 4,337 | 4,284 4,668 
28 5,101 | 3,597 4,168 
34 3,808 2,828 | 3,573 
4,238 | 4,167 | 4,991 
34 6,556 8,142 


38,664 








377 42,947 31,318 
56 5,695 6,270 | 6,793 
34 4,055 5,728 | 6,134 
35 6,081 9,282 | 9,839 
30 6,152 12,537 
29 3,958 8,949 
34 3,553 4,984 5,655 
39 4,302 4,783 5,420 
15 2,980 3,073 3,468 
16 4,556 4,114 4,602 
25 5,865 4,671 5,458 
19 6,742 4,133 4,826 
19 5,597 3,358 4,174 


352 59»537 


11,890 
8,229 








70,506 77,845 


actions, whereas during the preceding period of 
January-April 1946, it had amounted to barely 
626 million lire, equal to 49% of the total 
turnover. 

During the four months now being consid- 
ered, the upward trend of quotations and the 
volume of dealings were highest in the months 
of July and Augut, especially when some 
companies announced—in compliance with the 
faculty granted by Decree 436 of May 27, 1946 
—that they would shortly revalue their assets, 
which further stimulated speculation. 

Towards the end of August 1946 the mar- 
ket began to show signs of weakening owing 
to the precariousness of certain positions, main- 
ly subsidised by bank loans and developed over- 
hastily during this period of boom. The down- 
ward trend that ensued, for which there seem- 
ed at first to be a technical explanation, turned 
out instead to be the direct consequence of the 
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CHART Ui 
| INDEX NUMBERS FOR THE QUOTATIONS OF THE LEADING 

| SHARE SECURITIES GUOTED ON THE MILAN STOCK EXCHANGE 
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unexpected measure placing a special tax on 
capital increases for monetary revaluation and 
compelling business concerns to revise their ex- 
pansion programmes, in preparation or already 
determined. 

The Decree published towards the middle 
of September (No. 241 of September 13, 1946) 
laid down that revaluation balances transferred 
to capital were subject to a levy of 25 per cent 
payable to the State. This payment could be 
made in cash or could take the form of free 
shares registered in the name of I.R.I. (Insti- 
tute for Industrial Reconstruction) for a cor- 
responding nominal value. In the latter case, 
however, the shares could be redeemed at the 
end of one year on payment of the nominal 
value plus the annual interest of 5 per cent. It 
should, however, be pointed out that the tax 
only affected balances resulting from the ap- 
plication of the revaluation coefficients provid- 
ed for in the Decree of May 27, 1946 (16), while 


(16) Unlike Decree No. 163 of February 4, 1937, Decree 
No. 241 of September 13, 1946, provided for the inclusion of 
these balances in the reserve funds taken as basis for the cal- 
culation of the progressive tax on dividends, provided a sum 
equal to 15 per cent of these balances was handed over to the 


those corresponding to revaluation as a conse. 
quence of the monetary adjustment of 193% 
were explicitly exempt. The Decree applied to 
transfers taking place after August 30, 1946, 
while for those which had been decided but 
not yet effected by that date, the company was 
allowed to revoke the decision. 

The intervention of the Government at a 
moment when quotations were in process of 
readjustment, which from certain aspects was 
very desirable, must be considered in the light 
of the situation of the public finances and of 
the recourse to the money market which the 
Treasury had anticipated within a short time 
with the issue of a loan (the so-called Recon- 
struction Loan of November-December, 1946). 
As the transaction was planned to supply a 
large flow of new money at a lower rate of 
interest than other State securities (3.5 °/, in- 
stead of 5 5%), obviously the object of the new 
tax was to lessen the attraction of shares for 
available liquid funds. 

In the two months that followed (Septem- 
ber and October 1946) the share market was 
distinctly weak and the business turnover great- 
ly reduced as a result of the prudent attitude 
assumed by professional operators and the ab- 
stention of the general public. A certain live- 
liness was to be noted, however, in the public 
funds sector and particularly in that of secur- 
ities which could be converted into the new 
loan. 

A new period of revival, with different cha- 
racteristics from the July-August period, started 
early in November. The trend of quotations 
in the various sectors showed that this time 
more logical and sounder principles were fol- 
lowed by operators, who selected investments 
not only with regard to factors of a general 
nature, but also with regard to the financial 
situation of the various concerns and their pro 
ductive possibilities. To this contributed also 
the influence of capital increases decided on by 
companies, which so far had been inspired by 
cautious principles in their administration and 
were still able to use their credit balances from 
the 1936 revaluation which were exempt from 


State. If these balances were later transferred from the reserve 
funds to capital, then they were subject to a further tax of 10 
per cent so as to reach the 25 per cent rate laid down. 
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the new 25% tax. In this atmosphere, even 
the sensation of heaviness caused by subscript- 
ions to the Reconstruction Loan was lightened 
by the expectation that, once the Treasury 
transaction was concluded, available money 
would once more flow to the share market in 
large quantities, 

So 1946 closed with effervescent markets 
and both the index number for quotations and 
that for the volume of transactions reached 
new maximum levels. At the end of Decem- 
ber the general index number for shares was 
1,353, While the business turnover during the 
month had reached a level of almost 7,400 mil- 
lion lire. 


6. - The year 1947 was characterised by two 
quite distinct and contrasting phases with larger 
fluctuations than the Italian stock exchanges 
had ever known before: a rapid and uninter- 
rupted rise from January to May and a fall, 
sometimes swift and sometimes slow but prac- 
tically uninterrupted, from May to December. 

After a period of uncertainty, reflecting 
mainly factors connected with domestic policy 
and the lively and continuous discussion of 
problems such as the nationalisation of indus- 
tries and the forced currency conversion, dur- 
ing the second half of February the stock ex- 
changes showed a marked tendency to improve, 
and each month the differences in quotations 
gew more marked. The wide-spread pessi- 
mism regarding the State financial situation 
had brought the money factor back into the 
foreground, accentuating the intervention of 
speculation. Not even the publication of the 
Decree concerning the extraordinary capital 
levy had any effect on this tendency; on the 
contrary, on the basis of the mechanism of this 
tax (17) regarding shares, the reaction was an 
intensification of the process already under way. 

Faced by this situation, the Government 
thought it advisable to check purchases made 
without considering the price or type of share. 


(17) The text of this levy published at that time contem- 
plated the valuation of shares on the basis of the average of 
compensation prices during the six months from October 1946 
0 March 1947, so that the excess value over and above this 
werage value would be exempt from taxation. See: B. Gri- 
worm, Three Forms of Capital Levy in Italy, in this Review, 
Qtiober 1947, p. 149. 
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by again applying the transfer surtax (Decree 
No. 154 of April 1, 1947) on exchanges at the 
rate of 4 per cent, half of which to be paid by 
the buyer. But even this measure, adopted in 
an atmosphere of irresponsibility, did not at- 
tain its end. On the contrary, after a short 
pause, quotations rose to still higher levels, 
pushed up by the ever-increasing number of 
occasional operators, who brought on to the 
market large amounts of new money in search 
of safety, and by speculation which availed it- 
self also of bank loans. (18) 

Thus, the ferment of quotations ended by 
facilitating the increases of capital, a problem 
which, together with the directives inspiring 
Government action, dominated the Italian mar- 
ket during the whole year. 

It is unnecessary to stress the urgency and 
vastness of this problem which affected many 
sides of the economic life of Italian business 
(the replenishing of depleted stocks; repairs to 
plant and buildings damaged by the war or 
their replacement or conversion to more up-to- 
date and cheaper systems of work), at a mo- 


ment when the Italian economy had good pros- 


pects of re-entering world markets. Among 
other things, there was the need to remedy the 
disequilibrium in industrial concerns between 
fixed and working capital, inasmuch as the 
latter had been reduced in value by the depre- 
ciation of the lira during its enforced conver- 
sion in a predominantly monetary form. It is 
obvious that, in these circumstances, business 
turned to the capital market to obtain funds, 
by issuing shares that were not a fixed burden 
repayable on a certain date as were the loans 
obtained from the banks. For this purpose, 
too, the flow of new money was stimulated, 
adding to the issue of shares on payment the 
free distribution of shares that resulted from 
the balances from monetary revaluation hav- 
ing been transferred to capital. Concerns were 
not lacking, however, which not being in such 
urgent need of funds, increased their capital 
exclusively by means of revaluation transact- 
ions, naturally kept within the limits that did 

(18) Limiting our remarks to contangoes effected by banks, 
their volume rose from 19.9 billion lire at the end of Sep- 
tember 1946 to 36.9 billion at the end of December 1946, 49.9 


billion at the end of March 1947 and 52.7 billion at the end 
of June 1947. 











not fall under the 25 per cent tax. It was, in- 
deed, in the March-April period that compa- 
nies attained the highest capital increases, voth 
through the issue of shares on payment and 


through the distribution of free shares (see 
Table VI). 










Taste VI 
CAPITAL INCREASES OF JOINT-STOCK COMPANIES 
(millions of lire) 



















































Total | 31,083 | 67,157 | 6,611 |104,850 










yi ; Amalga- 
Free Cash naa 
Date ree pay- Replace- Total 
ments ments 
r) ee and other 
1946 January . , | 150 562 36 | 748 
» February . . | — 184 | 20 | 204 
» March. .*. | _ 415 42 | 457 | 
» April... | 52 562 8 622 
» May ..< | — 304 47 351 | 
ee 9 409 | 63 481 
» July ay go2 1,291 28 | 2,222 | 
» August . Ir | 483 39 533 | 
» September . | rr | 710 43 | 764 | 
» Qctoberr . . | = 43 hd 310 | 1332 | 
» November . | 66 | 3,750| 78 | 3,894 
December | 59 | 1,209 | 166 1,434 | 
Tota: | 1,304 | 10,858 | &81 13,043 
1947 January . . 73 1,942 | 113 2,128 
» February . | x,092 2,020 491 | 3,603 
» March. . . | 6,991 | 9,861 | 885 | 17,737 
» April . . . | 2,834 | 6,997 | 1,382 | 11,213 
. Me «es «+ 4 ee 2,955 589 6,286 
» Jeme ...i] 2,840 4,728 75 | 7,643 
a. aa 457 775 20r | 1,433 
» August . . 7,614 | 13,741 839 22,194 
» September. 1,492 5,041 265 6,798 
October . . 3,340 8,840 1,014 12,834 
November . | 1,401 5,020 738 7,159 
» December . | 206 5,597 18 5,821 
| 


But the fermentation of stock exchange quo- 
tations, satisfactory though it was from the 
standpoint of company financing, spread the 
boom psychology also to other sectors, such as 
wholesale and retail prices and foreign curren- 
cies (see Table III). 

Towards the end of April, the fear of 
further measures (increase of the transfer sur- 
tax and suspension of transactions ” for the ac- 
count”) intensified the rush of purchases, 
even in sectors so far neglected. Fed by an 
ever increasing flow of money and having lost 
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all attempt at selectivity, the market recorded 
the year’s maximum prices early in May. 

At the end of May the general index num. 
ber was 3116, showing a 130 per cent increase 
since the beginning of the year. The highest 
points were reached by textiles (8101) and red] 
estate (4174). The heavy industries and che. 
mical sectors—which were previously the least 
active—recorded 2849 and 2951 respectively, 
index numbers which, though they were stil] 
lower than the general index number, had in- 
creased proportionately more during the period 
in consideration (224 % and 148 °/). 

The total volume of share transactions on 
Italian stock exchanges had reached its highest 
level in April with 11.9 billion lire, to which 
both the actual volume of exchanges and high 
quotation contributed (19). In May, the total 
transactions only amounted to 8.2 billion lire, 
sudden and large offers having occurred on the 
stock exchange after May roth. Though they 
were easily absorbed at first, things soon be- 
came more difficult as operators grew more 
prudent in view of the technical conditions of 
the market. With the solution of the Govern- 
ment crisis, the slight sluggishness of quotations 
took the form of a definite downward trend. 
The formation of the new Government and 
the financial directives contained in its prog- 
ramme consolidated the development of the 
new phase (20). 

With the exception of a slight recovery in 
July and August, for the rest of the year and 
even longer the stock exchange recorded a 
progressive fall in share quotations; from 3116 
at the end of May, the general index number 
dropped to 2681 in June, 2185 in September, 
1199 in December and 1088 in February 1948. 

"The trend of the index number shows clear- 
ly the great contrast between the first four 
months of 1947 and the ensuing period and the 


(19) In order to measure the weight of the two variables 
(quantity and price) readers are referred to the accurate study 
by Prof. Bachi on the monthly turnover of Italian stock &- 
changes (published in the * Rassegna dell’ Associazione Ban- 
caria Italiana ’’) which he calculates by means of two series of 
index numbers termed *’ index of quantity "’ and ** index of 
price ’’, 

(20) A comment on this phase is offercd by L. Fepenict, 
Six Months of Italian Economic Policy, in this Review, January 
1948, p. 248. 








sudden transition from one to the other. There 
was a sudden contraction in that unusual iiqui- 




















num- Ff gity of the financial market in part resulting 
Crease fF from the participation of new investors not 
ighest previously in touch with the stock exchange. 
i real | This contraction may be attributed to the chan- 
| che- fF ge in the economic atmosphere resulting from 
least. [the large drain on monetary availabilities ef- 
ively, fected by business concerns, both through the 
still jssue of new shares and through recourse to 
d in. bank loans. Business concerns had drawn lar- 
eriod gely on these sources in order to carry out their 
programmes which found an incentive ia the 
$ on constant increase in prices which, in its turn, 
shest made it possible to meet the growing costs of 
hich production. 
high But as the financial requirements of these 
total programmes far exceeded the quantity of the 
lire, newly-formed savings, as soon as the banks 
the —which were rapidly reaching the limits laid 
hey down by tradition and _ prudence concerning 
he- the ratio between deposits and investments — 
ore first on their own initiative and later in com- 
of pliance with Government measures, started to 
=. be more cautious in granting loans, businesses 
ae began to find themselves in difficulties. In 
id. these circumstances, they attempted to meet 
nd their requirements either by selling part of 
. their stocks, by disinvestment of shares they 





held or by slowing down the rate of production; 
this latter measure, however, was not accom- 
panied by an adequate reduction in general 
costs, some of them being especially rigid (ban 
on dismissals and system of calculating wa- 
ges). Other circumstances, such as the greater 
availability of imported products, helped to de- 
termine a reversal of the boom and a down- 
ward trend of prices which, in other ways, 
created new difficulties. 

All this induced the business concerns most 
in need to have recourse to the financial mar- 
ket, not so much to reconstitute the elements 
of their fixed capital, as to supply themselves 
with the necessary funds for running expenses. 
The effect of this was that the mere announce- 
ment of new issues was followed by a still 
bigger fall in the share values of the concerns 
making the announcement — a fall, which, 


for obvious psychological reasons, influenced 
all quotations. 
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7. - In reply to the requests made*by finan 
cial circles, wishing to check the downward 
tendency of the stock exchanges and tone them 
up, for a complete repeal of the war-time legis- 
lation still in force (repeal of the transfer sur- 
tax and compulsory registration of shares, of 
the ban on investment of foreign capital, and 
of the progressive tax on dividends), the Gov- 
ernment reduced the transfer surtax from four 
to one per cent and began to study provisions 
for the revaluation of capital for monetary ad- 
justment and the investment of foreign capital 
in Italy. 

It was only in February 1948 (Decree 
No. 49 of February 14, 1948) that new regula- 
ions were published concerning this revalua- 
tion. After repealing the extraordinary 25 per 
cent tax contained in the Decree of September 
1946, the new Decree provides that, as from 
1947, the amortization quotas, which may be 
deducted for the purposes of assessing the in- 
come tax, is to be estimated by applying the co- 
efficients established in May 1946 multiplied 
by 3.60. The coefficient for capital invested ir 
1945 has also been set at 3.60 Maximum limits 
have therefore been fixed, within which reval- 
uation may take place, but this does not mean 
that the limits must always be reached, since 
it is mecessary to consider the type of assets 
forming the capital, their productive capacity 
and the prospect of their effective economic 
utilisation in the business. The Directors and 
the Auditors must submit reports on these mat- 
ters to the shareholders’ meeting which then 
determines the extent of the increase and the 
principles and coefficients adopted for the va- 
rious sources of income. 

Another aspect, no less interesting, of the 
present lack of liquid assets in business, is in 
the financial sphere proper. The Decree lays 
it down that the credit balances resulting from 
the application of the 3.60 coefficient may be 
used to increase capital. But this provision is 
restricted by detailed regulations concerning 
the extent and the method by which these ba- 
lances may be used. To begin with, the reval- 
uation fund may only be used up to a max- 
imum of two-thirds for this purpose; should 
this figure exceed the total amount of paid- 
up capital and reserves, then the amount 











which may be added to capital is limited 
to a sum equal to the paid-up capital and 
reserves. 

Further, if revaluation funds are to be trans- 
ferred to capital, the company must at the 
same time approve an issue of new shares on 
payment or of bonds convertible into shares 
for the same amount. Since this condition is 
likely to stimulate the flow of new capital in 
addition to the increase ” on paper” resulting 
from the revaluation, the Decree states that, if 
the whole issue of shares or bonds is not taken 
up» the sum to be transferred to capital must 
be reduced to the lesser amount for which 
shares and bonds have actually been under- 
written. (21) 

Obviously these conditions refer to credit ba- 
lances arising from the application of the new 
3.60 coefficient, whereas balances resulting from 
the application of the coefficients provided in 
the Decree of May 1946 (including the credit 
balances arising from the monetary alignment 
in 1936) may be freely used. 

Another important condition, contained in 
the Decree under consideration, concerns the 
manner in which, until further provision. is 
made, the credit balance deriving from reval- 
uation is to be divided among the shareholders. 
First, there is to be an increase in the nominal 
value of the shares already in circulation and 
not an issue of new shares; secondly, the shares 
whose nominal value has been increased may 
not be divided for a period of one year from 


(21) Some articles published by the newspaper ’’ Il Sole ’’ 
on February 19 and 26, 1948, pointed out that the underwrit- 
ing of shares is a contract between the shareholder and the 
company, in virtue of which the shareholder undertakes to 
pay over a certain sum to the company, but that the laws at 
present in force only lay down that at least three-tenths of the 
total amount must be paid at the moment of underwriting and 
that the payment of the remainder may be postponed. The 
conclusion may therefore be drawn that the transfer of credit 
balances to capital calls for the payment of only three-tenths of 
the amount of the balances used for this purpose. This is not 
so when bonds are issued, as the Civil Code states explicitly in 
this case that the whole sum must be paid at the moment of 
underwriting. 

Further, the provision contained in article 2445 of the Civil 
Code, authorising the reduction of capital by releasing share- 
holders from the duty of making contributions they still owe, 
affords another loophole which might result in undermining the 
efficiency of the provision in question, since the company might 
well limit the cash payment to be made by the new underwriters 
to three-tenths of the par value of the share and then later 
decide on a reduction of capital. 
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the date of the decision to transfer credit ba. 
lances to capital. 

With regard to the Decree of September 
1946, the extraordinary 25 per cent tax (22) is 
replaced in the new measure by a 4 per cent 
stamp duty to be paid within six months from 
the effective date of the decree approving the 
resolution to increase capital. Needless to Say, 
no tax is due on the mere revaluation of sou;- 
ces of income and their entry on the debit side 
of the balance-sheet as a counterpart to the 
credits. 

In order to sum up the present possibilities 
for an increase of capital through revaluation 
for monetary adjustment, we have set out in 
Table VII the various coefficients contained in 
the different measures adopted on this subject. 

Four types of revaluation are possible, as a 
result of: 


1) the monetary stabilisation of Decem- 
ber 21, 1927; 

2) the monetary alignment of October 5, 
1936. 

3) Decree No. 436 of April 27, 1946; 


4) Decree No. 49 of February 14, 1948. 
They are effected respectively by applying: 

a) the coefficient of 3.6661 to values en- 
tered on the balance-sheet up to December 21, 
1927 (see column 2 of Table VII) to express 
them in stabilised 1927 lire; 

6) the coefficient of 1.6932 to values re- 
valued as above and to those entered ex novo 
between December 21, 1927 and October 5, 
1936 (see column 3 of Table VII) to convert 
them into ” aligned” 1936 lire; 

c) the coefficient of 5 and the other co 
efficients shown in column 4 to capital reval- 
ued as in (b) and entered on the balance sheet 
in 1937-1938 or between 1939 and 1944 respect- 
ively; 

d) the coefficient of 3.60 to values reval- 
ued as in (c) or entered on the balance-sheet 
in 1945. 


(22) For companies which had already paid the 25 per cent 
tax when increasing their capital from credit balances, the 
amount paid on this account will be considered as an advance 
payment of the extraordinary proportional tax imposed by 
Decree No. 1131 of October 11, 1947. 
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COEFFICIENTS OF REVALUATION FOR MONETARY ADJUSTMENT NOW IN FORCE Taste VII 
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(a) According to the provisions of the Ministerial Circular, the values still appearing on the balance-sheet, which were entered 
prior to 1927, are revalued by applying to the costs calculated in gold lire, first the coefficient of stabilisation 3.6661 and then the 
coefficient of adjustment 1.6932 (see foot-note, p. 327). 
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Consequently, should the company decide 
to revalue this item to the maximum extent 
permitted, the amount to be entered on the 
balance-sheet will be Lire 111.733, while the 
total credit balance deriving therefrom will 
be 110.733. But, as has been seen the various 
credit balances are not all subject to the same 
treatment. In fact, the balances of 2.6661, 
2.5413 and 24.8296 may be entirely transferred 
to capital, provided the legal reserve is propor- 
tionately increased so as to maintain the same 
ratio between reserve and capital as prior to the 
revaluation. The balance of 80.6962, however, 
may only be used for an increase of capital 
up to a maximum of two-thirds and, in any 
case, to a sum not exceeding the amount of 
paid-up capital and reserves resulting from the 
balance-sheet after revaluation. In addition to 
the proportionate increase of the reserves, this 
latter transfer is also subject to the approval at 
the same time of a further increase in capital 
obtained by issuing against payment shares o: 
bonds convertible into shares for an amount 
equal to that of the credit balances used. (Com- 
panies not wishing to fulfil these conditions, 
will have to limit themselves to revaluing on 
the basis of the coefficients in column 7 of 
Table VII). 

Lastly, all capital increases resulting from 
the utilisation of any of the above-mentioned 
credit balances must be made, as from Februa- 
ry 21, 1948 (date of the coming into effect of 
Decree of February 14, 1948) and until further 
provision is made, by increasing the nominal 
value of the shares already in circulation and 
not by distributing new shares. 


8. - As mentioned at the beginning of this 
article, the principles of prudence which ins- 
pired the law-makers have been extensively 
discussed in public. Criticism concentrated 
mainly on the provisions intended to solve the 
fiscal and particularly the financial aspect of 
the problem. According to the critics, the 
latter remains unsolved, firstly because the co- 
efficients of revaluation are not proportionate 
to the actual depreciation of the lira and, se- 
condly, because the regulations conditioning the 
transfer of revaluation balances to capital do 
not create an incentive sufficiently strong to 
cause a flow of liquid assets to the companies. 
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With regard to the first point, it should be 
noted that both in the Decree of May 1946 and 
in that of February 1948, the coefficient of re. 
valuation was calculated in relation to the de. 
preciation of the lira in term of the official 
lira-dollar rate of exchange in force at the time 
when they were published (100 and 350 lire 
to 1 dollar respectively). Quite apart from the 
fact that since the new legislation on exchange 
rates, dating back to November 1947, first 
came into effect the dollar exchange has fluct- 
uated around 575 lire—a quotation which co- 
mes nearer to reflecting the extent of the de. 
valuation of the lira in terms of foreign cur- 
rency—it should be remembered that even the 
dollar, though it has proved to be one of the 
steadiest currencies during the last ten years. 
has suffered a depreciation of about 50 per cent 
between 1938 and 1947. As the revaluation 
aimed at eliminating the drawback of insuff- 
cient amortisation quotas resulting in illusory 
profits, the critics maintaned that it would have 
been better to refer the coefficients to domes- 
tic prices, that is to say, to the prices which will 
have to be paid for commodities when re-stock- 
ing become necessary. Consequently, the coef- 
ficient applicable to sources of income entered 
on the balance-sheet before the war (1937 and 
1938), which is now 18 (5 x 3.60), should have 
been fixed at 50, or at least at 30, if the actual 
depreciation of the lira, as shown in the lira- 
dollar exchange rate now operating in foreign 
trade, is taken into account. 

With regard to the financial aspect and the 
strict conditions laid down for the transfer of 
revaluation balances to capital, the critics asked 
the following questions: 


— Why limit to a part only of these balances 
the advantage of appearing on the balance- 
sheet as real assets ? 

— Why should an increase of capital (through 
the issue of securities or of shares on payment) 
be required even for companies that have no 
need for it, especially when the stock-market 
conditions are such that a new issue is bound 
to cause a weakening of quotations ? 

— Lastly why not allow the distribution of 
new shares without payment and the division 
of old shares which have been revalued, since 
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this would encourage people with small sav- 
ings to invest them in these businesses ? 

An answer to these questions can perhaps 
be seen in the Treasury’s constant endeavour 
to avoid an increase in the pressure of private 
demand on the Italian financial market, which 
would compel it to burden the Bank of Issue 
with the whole weight of its requirements. 

Following the publication of the Decree on 
revaluation, which also provides for the repeal 
of the extraordinary tax on dividends, there 
was a still further weakening of quotations and 
at the end of February 1948 the lowest level 
since December 1946 was reached. In fairness, 
however, it must be admitted that the political 
situation preceding the elections (April 18) also 
contributed to this situation. In any case, this 
decree was published too recently for any de- 
finite opinion to be expressed concerning its 
possible consequences. 


g. - The same may be said with regard to 
the new regulations, so long awaited, concern- 
ing the investment of foretgn capital in Italian 


business. 

After repealing the Decree of July 24, 1942, 
under which the investment of foreign capital 
in Italian business had to be authorised by the 
Government, the new Decree (No. 211 of 
March 2, 1948) states that foreigners who 
prove that they have invested capital in Italy 
after the entry into effect of this decree, ceding 
currency freely utilisable for payments abroad 
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to the Italian Exchange Office, may transfer 
abroad the income, interest and profits there- 
of, within the limits of a maximum of 1 °/, 
more than the annual legal rate of interest (at 
present 5 %/,). Also the capital deriving from 
a later disinvestment may be transferred abroad, 
limited to the amount of the. foreign currency 
originally imported and always provided the 
transfer is requested not less than two years 
after the date of investment and for an amount 
not exceeding 50 per cent for every two year 
period (23). As a matter of fact, these regula- 
tions are very much the same as those publish- 
ed in December 1937 (Decree No. 2375 of De- 
cember 6, 1937) which remained in force up 
to December 31, 1940. (24) 

This decree, while safeguarding our cur- 
rency position, is a further step towards that 
international financial cooperation which is 
gradually moving from the public to the pri 
vate plane, and which will benefit not only 
Italy’s important labour resources but also such 
foreign capitalists as have confidence in Italy’s 
economic recovery. 


(23) Decree No. 211 of March 2, 1948, also makes it pos- 
sible to import foreign capital in the form of machinery to a 
value equivalent to half the total amount to be invested. In this 
case, however, the investment is subject to Government author- 
isation and the transfer abroad of the corresponding capital may 
not be requested prior to five years from the date of investment. 

(24) The above provision was completed by Decree No. 1556 
of August 7, 1936, on the issue of special Treasury Bonds in for- 
eign currency, and Law No. 764*of May 15, 1939, granting a 
premium on sums in foreign currency transferred to Italy by 
Italian citizens residing abroad. 





The Participation of Foreign Capital in Italian Joint-Stock Companies 
at the Outbreak of the Second World War 


EMANUELE RIENZI 


1. — The participation of foreign capital in 
the several branches of economic activity may 
and does take different forms, varying with 
the purposes the participation has in view. 


They may be summed up under the following - 


typical headings: 


1) foreign companies or firms which, for 
the purposes of their business, open branches 
and agencies administratively dependent on the 
head office. There are few examples of this 
form in Italy, generally of limited importance; 


2) foreign companies (or firms or private 
groups) that form share companies, having 
legal personality and independent administra- 
tion, to which they supply all or almost all the 
share required. In Italy there is a consider- 
able number of such companies; 


3) foreign companies (or firms, or groups, 
or private persons) that acquire majority or 
minority holdings in national share companies 
previously formed by home investors. This is 
by far the most important form, at least in 
Italy, and one which, when the majority of 
the shares is held, does not differ in practice 
from No. 2). 


The attempts made to estimate the volume 
of foreign capital brought into Italy have not 
been many. A first estimate was made in 1909- 
10 which placed the amount at some 490 mil- 
lion lire, mainly invested in the electric power 
generating and distributing industry, in gas and 
water companies, in the mining and engineer- 
ing trades, in the chemical industry, and in 
rail and tramway companies. The capital was 
mainly Belgian, French, and English. 


During and immediately after the first world 
war the changes that had occurred in our in- 
dustrial structure led to a considerable shrink. 
age of foreign capital investments, while be- 
tween 1925 and 1931 a new notable influx 
arrived, chiefly in the form of loans, among 
which the Morgan loan (100 million dollars), 
the loan to the Public Utilities Credit Institute 
(20 million dollars, largely for electric power 
undertakings), the City of Rome loan (30 mil- 
lion dollars), the City of Milan loan (30 mil- 
lion dollars), etc. etc. Capital also arrived 
through the issue of a series of bonds placed 
on foreign markets, more especially on the 
American. 

Among the private concerns which in those 
years had recourse to foreign credit the more 
important were the electrical power companies 
(nearly 2 milliard lire), and the engineering, 
metal, chemical, synthetic fibres and shipping 
companies, the financing being mostly by the 
United States, the influx of British and Swiss 
capital being but small. 

In 1931 another attempt at an estimate was 
made which placed the total participation of 
foreign capital in Italian business in the form 
of bonds and shares at 9 milliard lire, of which 
about 18% was accounted for by shares hold- 
ings, valued at about 1,600 million lire. 

No attempt has so far been made to estimate 
the situation of the foreign holdings in Italy 
at the outbreak of the second world war, and 
we therefore think that some significant figures 
on this matter may be of real interest as they 
may serve as a starting point for further studies 
on the evolution of the financial structure of 
Italian economy. 
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2. — On the occasion of the special en- 
uiry into share companies (1) made by us at 
the request of the Ministry for the Constituent 
Assembly, we were able to secure some fund- 
amental data which we will now consider. 

In the case of capital belonging to those 
countries to which Italy applied the War Act 
prescribing special treatment for alien enemy 
property, the data have been controlled with 
the help of a detailed and diligent study made 
by A. Del Buttero (2). Indeed, the R. Decree 
Law of June 1940, No. 756, provided that al’ 
industrial and commercial concerns existing on 
Italian territory operated by nationals of enemy 
States, or in which they held majority interest 
should be placed under supervision (sindacato) 
or should be sequestred. As a result of this 
provision, a number of concerns were place 
under supervision if the foreign holding was 
found to amount to less than 50 °%/ of the com- 
pany’s capital, or were sequestrated when such 
holding was found to exceed that percentage. 

The decision as to the measure of seques- 
tration or control to be applied was taken on 
the basis of the examination of the card-index 
of share securities kept by the Ministry of Fi- 
nance, and of a whole series of data obtained 
from various sources, 

The special enquiry into joint-stock com- 
panies from which, as already stated, the data 
on the participation of foreign capital in Italian 
share companies were taken, dealt exclusively 
with: 

1) Italian companies possessing, on 31 De- 
ember 1945, a capital of more than one mil- 
lion lire; 

2) Italian company securities owned by 
foreign companies or corporations, exclusive of 
those owned by private persons; 


3) share holdings of a value of one hun- 


dred thousand lire upward. 


(1) Direct enquiry, in the nature of a census, ordered by 
Decree Law of April 12, 1946, N° 237. Returns were obtained 
for 3,288 companies with a nominal capital of 66,320,740,914 
lire, The enquiry refers to December 31, 1945. The results are 
now being collected in the last volume of the Rapporto della 
Commissione Economica of the Ministry for the Constituent 
Assembly, 

(2) A. Del Buttero, La partecipazione del capitale estero nel- 
industria Italiana (The participation of foreign capital in the 
ltalian industry), in Rapporto della Commissione economica of 
the Ministry for the Constituent Assembly. Vol. II. Industry. 
P- 93. Rome, 1947. 
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The data we shall now give refer therefore 
to the situation, on 31 December 1945, of eco- 
nomic relations between Italian companies and 
foreign companies, and are limited to share 
holdings of a nominal value of one hundred 
thousand lire or more. 

In view of the extreme fluidity of such 
situations, the value of the figures is only indi- 
cative of the order of their size and—as com- 
panies with a capital of one million lire or less 
and the holdings of private persons have been 
excluded, and as quotas for amounts of less 
than one hundred thousand lire are not con- 
sidered—the data themselves should be consid- 
ered as defective by omission. 

The participation of foreign capital in share 
companies may take substantially three forms, 
to wit: 


1) companies whose capital is all held by 
other foreign companies or corporations; 

2) companies the majority of whose ca- 
pital is held by other foreign companies or cor- 
porations; 

3) companies in which foreign capital is 
definitely smaller than Italian capital. 


The first two cases practically coincide, as 
it is evident that in either of them the manage- 
ment of the company is effectively in function 


of the foreign capital The situation in the 
third case is different, as the management of 
the company remains in the hands of the re- 
presentatives of the Italian capital, and the con- 
tribution made by quotas of foreign capital 
may be considered as amounting to a real fidu- 
ciary loan even if, in some cases, vested with 
special privileges. 

We met with considerable difficulty in de- 
ciding about the ” control” exercised by for- 
eign capital, We considered as ” controlled” 
not only those companies in which foreign ca- 
pital accounted for all or more than half of the 
share capital, but also those in which, while not 
amounting to 50°, it either represented a 
share of such a size as to justify the belief that 
it might surely secure a majority at the general 
meeting (as the remainder of the share capital’ 
was subdivided among a large number of share- 
holders, or was accompanied by large holdings 
in the hands of individual foreign nationals), o- 
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it was held in the form of preference shares 
enjoying a plural vote. 

It is of course understood that we have con- 
sidered as ” controlled” those companies in 
which all or a majority of the share capital 
was held by ” controlled” companies; in other 
words, we took into consideration, as far as 
possible, the connections between the several 
companies (chain companies). 


3. — According to the data published by 
the extraordinary enquiry into joint-stock com- 
panies (see Table I) of the 3,288 companies for 
which returns were made (with a total nomi- 
nal capital of 66,320,740,914 lire), 255 werc 
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directly or indirectly controlled by foreign ¢g. 
pital on 31 December 1945. These companies 
represented more than 5 milliard lire of Capital 
(of which 4 in the possession of foreign com- 
panies) with nearly 374 million lire of ordinary 
reserves (3). 

Classified by their different branches of 
business activity the percentage distribution of 
the capital of the companies controlled by for. 


(3) All the values given should be considered as expressed 
in lire of 1941 purchasing power, as under the R. Decree of 
7-4-1942, No, 322 an the subsequent Law 11.7.1942, No. 884, 
the increase of the capital of joint-stock companies was forbidden, 
This Law was in force on 31.12.1945, the date to which the 
extraordinary enquiry into joint-stock companies refers, 

















































































































(a) Inclusive of the Holy See and Ecclesiastical Organisations, 
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H) Insurance 3 25,000) 0.5 17,583 - —_ 7,500 2,650 — 7,433 ms 
1) Sundry 3 10,650) 0.2 7,573} 3,573} — - _ — _ 4,000) 
Grand Total) 255 | 5,124,078) 100.0} 3,957,276| 853,463] 1,543,540| 446,872| 462,545 128,033} 249,893 
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eign participations is specified in column 4 of 
the Table I. 

We thus see that industries account for al- 
most 82°% of all ” controlled” capital; the 
branches to which foreign capital has made 
the largest contribution are the textile trades 
(mainly synthetic fibres) with 33.8 % of the 
whole “controlled” capital, the chemical 
trades (oil) with 20.9%, the engineering 
trades with 10.0 94, industries processing non- 
metallic minerals (mainly glass) with 5.8%, 
and the metal trades with 5.0 9%. 

In the textile trades, the participation of 
foreign capital is of great importance in the 
synthetic fibre industries as not only the Bem- 
berg but the whole Snia Viscosa group is legally 
controlled by British capital (Courtaulds Ltd., 
London), and the incidence on the whole of 
this branch of Italian industry is very great and 
may be estimated at not less than 75 9% both 
of the gross value of the output and of the total 
capital investment. 

The participation of foreign capital in the 
cotton industry is also marked, the chief for- 
eign investments being Swiss and British; on 
the other hand, very little foreign capital is 
invested in the wool and silk industries and in 
those processing other natural fibres. 

In the chemical trades (49 companies) the 
foreign capital is mainly American and British, 
and this will be readily understood when we 
remember the great American and British in- 
vestments in oil companies. Next in order of 
importance is Belgian capital, invested mainly 
in the sugar and soda industries; the participa- 
tion of Swiss, French, German and other ca- 
pital is of little importance. 

In the engineering trades there are 44 com- 
panies with capital amounting to little more 
than 500 million lire. It is in this branch that 
we find more especially great foreign industrial 
groups that have formed in Italy autonomous 
share companies which remain under their 
control (the General Electric Company, the 
Singer, the Watson Italiana, the Italian Wes- 
tinghouse Co., Casseforti Fichet, etc. etc.). 

Another branch in which the companies 
controlled by foreign capital are of considerable 
importance is that of the non-metallic mineral 
industries (glass). There are in all 21 com- 
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panies with a total share capital of 300 million 
lire; they are almost all glass manufacturing 
concerns in which French capital predomi- 
nates (Saint Gobain). 

In the metal industries the controlled com- 
panies are 11 with a share capital of a little 
more than 235 million lire, Belgian capital being 
much the most important. 

In the food industries, the 8 controlled com- 
panies represent a little more than 100 million 
lire of capital. The other sub-branches of in- 
dustrial activity are of secondary importance. 

The other branches of economic activity 
are of some, though only limited, interest. 
Only four Credit Institutes are controlled by 
foreign capital (of which we mention: Ame- 
rican Express Co., Barclay’s Bank S.A.1., Ban- 
ca d’America e d'Italia) (4). Four real estate 
companies, with a share capital of over 241 mil- 
lion lire, are almost entirely held by other con- 
trolled companies. In the agricultural branch 
there are 2 companies with over 20 million lire 
of foreign capital, mainly British. 

Taken as a whole, there are, as we have 
said, 255 controlled companies with a share 
capital of 5,124,078,000 lire, of which L. 3 bil- 
lion 957,276,000 are held by foreign Companies 
(77.2%). The controlled capital is subdivided 
as follows according to the apparent nationality 
of origin: 


1 - British capital . 

2 - American capital . 
3 - Swiss capital 

4 - French capital . 

5 - Belgian capital 6.9 % 
6 - German capital 324; 
7 - Capital of other nationality 6.3 %, 


39-0 % 
21.6 % 
11.7 % 
11.3 % 


The incidence of the number, capital, and 
staff dependent on companies controlled by for- 
eign capital on the total number of companies 
for which returns were made is summarised in 
Table II. 

This table clearly shows, as we have already 
pointed out, that the branch of business in which 


(4) See: Emanuele Rienzi, The Distribution of Share Capital 
of Italian Banking Companies, in this Review, April 1947, P- 19- 
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the incidence is most marked is that of the tex- 
tile trades, in which 10.2 9% of the companies, 
34-5 %, of the capital, and 18.8% of the staff 
of all the companies returned are under foreign 
financial control; next in ranking order come 
the industries working non-metallic minerals, 
the chemical trades, etc. 

For industry as a whole we find that the 
number of ” controlled’’ companies accounts 
for 9.1 % of the total number for which re- 
turns were made, holding 9 °/ of the nominal 


































































COMPANIES CONTROLLED BY FOREIGN CAPITAL AS PERCENTAGE OF TOTAL ITALIAN COMPANIES 


e del Lavoro 


share capital, and employing 8.5 °% of the 
workers engaged in the branch. 

In the other branches of economic activity 
the incidence is of some importance in the 
agricultural companies (25.3 9% of the capital 
and 16.5 °% of the workers) and in the real 
estate companies (13.2°% of the capital and 
11.8 °%% of the workers). 


5- — The minority investments of foreign 
capital in Italian share companies amounted on 


Taste Il 

























































































































D) Transports and Communications 
1 - rail and tramway 
2 - sea transports 
3 - inland navigation 


99 824,575 
54 1,751,994 


: 2 9,000 
4 - automobile transports 31 176,952 
5 - air transports 3 152,000 
6 - communications . 13 1,207,665 

Total transports and communications 202 | 4,122,186 


«A fe oe ke 10 | 1,540 
Der “Say se Sisldail cod | euhley Se : yer peed 


126 | 5,426,394 














G) Financial . eee a 46 | 4,675,458 
H) Insurance ee ee es ee 62 1,054,649 
I) Sundry 





59 364,303 
Grand Total | 3,288 | 66,320,740 











"Total Italian Companies 
returned 31-XII-1945 


Nominal 
Branches of economic activity — 
Capital 
_ (Thousands 
of lire) 
A) Industries 

I - mines and quarries. . . . . 59 | 2,327,236 
eer io 96 aAttca, wi Verrrar@ 43 230,811 
3 - food i mw Sa eae Oe Ue 256 2,401,443 
ome SG ge Ray, Uy 98 | 6,068,294 
i. a 350 | 5,770,118 
6- non metallic minerals . . . . 126 1,023,142 
7 - building Sha ee a 86 453,037 

8 - chemical eae “ee, we er Ke 285 7,456,617 | 
woe se ee 46 582,348 
a ae ae 57 212,248 
ar - leather and skins . . .. . 39 199,443 
ae. = %.  K «2s 6% 314 | 5,025,780 
Pe bee BWR MEPS 35 | 173,260 
14- sound cinema . . .. . . 8 66,378 
15 - electric, gas, water. . . . . 143 | 13,612,063 
eee «ss «feet es 80 | 907,771 
Total Industries | 2,025 | 46,509,989 
ee: 4g” &. sje en 88 796,294 
Cole Be... 370 1,830,530 

! 



































Companies controlled by Foreign Companies | 
| ry % to ne 
| % to ot | de- 

capi- ae 

Com-} Nominal beard Depen- | fea 

Dependents pa- P | dents 

P Capital |Com-| dents [of the 

(average No. | nies pa- iCom- 

(Thousands | pies | (average 

1945) = a 
turn of lire) re- | 1945) | nies 

! i turn re- 
| = ed | turn-| 
| | ed 

| | | | 
39,305 | 5 | 85 102,520 | 4,4| 2,224 | 5.7] 
6,666; 1| 2.3 10,000 | 4.3, 40 | 0.6 
52,906 8 | 3.1 107,000 | 4.5; 2,061 | 3.9 
111,637 | rz | 11.2 255,600 | 4.2} 6,264 5.6 
348,190 | 44 | 12.6 511,415 | 8.9| 21,830, 6.3) 
40,946 21 | 16.7 298,846 | 29.2 6,203 | 15.5! 
17,620 r| 2.2 3,000 | 6.6} 39 | 0.2) 
100,640 | 49 | 17.2| 1,070,175 | 14.4| 10,475 | 10.4! 
20,569 1 | 2.2 1,500 | 0.3 13 | 0.1) 
9,109 | — | —| = _ me et 
10,617 | — ag — - ae =e 
201,988 | 32 | 10.2} 1,731,963 | 34-5| 37,896 | 188) 
10,264 I} 2.9| 2,400 | I.4 | Io | 22! 
| ic) i> — | =| 
55,124 2| 1.4 25,000 | 0.2 | 35 | 0,2) 
| 36,961 8 | 10.0! 73,610 | 8.1] 3,634 | 9.8) 
| 1,061,805 | 184 | 9-1 | 4,193,029 | 9-0 | 92,774 | 8.5 | 
| 22,580 2.3! 201,295 | 25.3) 3,689 | 16.3) 
| 2,913 31 | 8.4 241,665 13.2 344 11.8 | 
| 

| 30,819 | 3 | 3.0) 20,100 | 2.4 338 | 1.1] 
Me, hE hh 5. SH ee 
aay} —-| -| — —T — [i 

| 4,254 sine | is Ba ea’ | si 
1,000 | — a _ es 7 
20,007 2 | 15.4 10,365 “9 639 | 3.2 
62,212} 5| 25 30,645 | 0.7 | 977 | 16 
| 16,848 | 20] 6.4 87,274 5-7 | 510 | 3.0| 
47,356 4] 32 286,500 | 5.3! 835 | 1.8] 
708 3| 6.5 48,200 | 1.0) z| 0.2) 
10,332 3] 4.8 25,000 | 2.4; 283 | 27) 
9,152 3] 5.2 10,650 | 2.9) 41 | 04 


1,233,906 | 255| 7.8 | 5,124,078 








77 | 97,454 | 7-9 
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CAPITAL MINORITY HOLDINGS OF FOREIGN COMPANIES IN ITALIAN SHARE COMPANIES 
(Thousands of lire) 


Taste II 














Branches of economic activity 3elgium| Germany| Other Ecclesias- 


land tical 
Organi- 
sations 
Ee _ 


iA ) Industries 








 — —- NW OO ON 





1 - mines and —* 
2 - wood . 755 — 
39,757 | 11,198 
26,631 — 
20,152 5,586 
non metallic minerals 33,488 — 
chemical . 376,007 | 12,773 
j paper. . - + - > 8,108 > 
| building . . bm aide wen 6,237 _ 
leather and skins k 1,052 on 
textiles 672,609 |153,886 
clothing . 1,502 | = 
| 
| 


food 
metalurgy 
engineering 


production and distributi on - 


electric power and gas 24,380 





| 

! 

Hy 

j 

| 744,042 
| 

| Total Industries | 1,953,222 | 423,823 

|B) Real Estate. . . ? 

iC) Transports and Co: munications 

I - sea transports 

2- rai] and tramway 

3 - automobile — 

4 - communications 


64,065 _ 


127 
10,093 

1,461 
31,057 


42,738 


24,473 
12,439 
59,105 
26,372 | — 
513 j ois 
Grand Total | 2,182,927 | 435.444 
| ¢ 
' 


Total Transports and Communications 





|E) Credit 

|) Financial . 
|G) Insurance 
| H) Sundry . 
| 


| 
| 
|D) Commerce. . . . . ‘ 
| 
.| 


(%) (100.0) 19.9) 


December 31, 1945 to little more than 2.18 mil- 
liard lire (see Table III). Here again the notes 
and reservations already made hold good. 

The heaviest investments are those in the in- 
dustrial branch, for which over 1.95 milliard 
lire were returned, being 89.5 % of the total. 
The sub-branches of industry in which foreign 
minority investments were of most importance 
are the electric power industries with 744 mil- 
lion lire, mostly Swiss and American; the tex- 
tile industries with over 670 million (almost 
entirely Swiss, American and British); and the 
chemical trades with 376 million, mostly Ger- 
man, French and Swiss. 

In the other branches of economic activity 


250 
3,451 


175 


151,920 


84,310 
240,106 


22,882 — 1,790 


1,126 
20,007 
2,070 
2,226 
85,818 


1,052 


|356,009 
| 1,502 


309,096 
780,796 


3,430 

sy 755 
16,241 — 

see 4,700 

III} 3,600 

753 

36,110/126,592 
6,488 — 


14,761) _ 
73,711) 139,830 


| 


ca 5,662 


3,263) 5,955 
1,924 om» 
2,234) 2,921 
1,167; 3,440 
5,486) 19,887 
1,620 — 
625) 5,437 


Holy Sce 
. = and 
; Switzer- - 


=a 841 
17.453) 60,623 
34,317 | 113,766 


2,170 


101 1,350 a — 62,614 


| oa 127 
| 3, at 1,728 _ 240 
— | 300 . 1,161 — | 
778 1,026 250 | - 7,800 | 5,279 
778 5,234 1,978 8 961 ‘ 5,646 
613 720 | 15,026 5,610 204 -- 
204 307 3,500 5,801 
180 7,538 -— | 40,858) 9,608 | 
7,012 3,459 a 760 | 2,287; 7,392 | 


116 
313 


— | 200 


244.297 | 160,223 | 810,454 178,957 | 158,661 |89,864 | 205,027 
| (228) (7.4) | (37.1) | (3.6) (7.3) | 4.5) ! 


| | 


foreign minority investments are of secondary 
importance. 


Taken as a whole, on the 31st of December 
1945 the majority and minority investments of 
foreign capital in Italian share companies with 
a nominal capital of more than 1 million lire 
amounted to 6.1 milliard lire. Taking into ac- 
count the limitations to which the returns were 
subject it may be estimated that the total of 
such investments, inclusive of those of private 
citizens and those of companies with a capital 
of one million lire or less, must stand around a 
figure which we may place at 7 milliard lire 
with the 1941 purchasing power. 








STATISTICAL APPENDIX ™ 







ITALIAN STATE BUDGET (a) Table A 
(in milliards of lire) 
















































" Asceitained receipts -—«'|_~S—S—S«iEngaged expenditure Surplus or deficit 
Fiscal Years Actual receipts Actual expenditure Actual 
ae Move- ery “case Move- receipts Move- 
tities Ordi- Extraor- ment | Total = eaten ment | Total and — Total 
| dinary of nary | dinary 1| of of = 
ast July woe i— ae capital expen- | expen- = capital se capital 
receipts receipts P yr” dy iy see P diture 
1938/39 27 0.9 28 3 31 23 17 40 2.8 43) — 12] + o2/— nf] 
1941/42 38 | 3 41 50 gt 35 83 | 118 4 122} — 77) + 46 |— 3 | 
1942/43 43 6 49 54 103 42 93 | 135 25 160 | — 86] + 29 |~— 5 
1945/46 125 3 12d g2 | 220 | 169 | 349 | 509 44 553 | — 381] + 48 | — 333 
1946/47 346 | 6 352 | 335 | 687 | 318 | 614 | 932 | 303 | 1,235] — 580] + 31 | — 549 
July 1947-Dec. 1947 | 308 42 350 36 386 283 368 651 5! 702 | — 301] — 15 316 
July 1947-Mar. 1948 | 478 62 549 88 628 445 620 |1.c65 156 1,221 | — §25] — 68 | — 543 
(a) Data 1943/44 and 1944/45 not available. 
Source: Bollettino Mensile of the Central Institute of Statistics {Istituto Centrale di Statistica), Rome, 1947, 14%. 






SITUATION OF THE INTERNAL NATIONAL DEBT 
__(in_ millions of lire) _ 


Table B 














Floating debt a8 


| Total of 

















mel. Reedema- ae Advances Notes of | internal | 
Date dated and Treasury earing be the ; 
ble debt ’ current y Total the State public 
others Bills Bank 
accounts debt 
(a) of Italy 















fe i ee 52,995 49,126 8,922 19,959 1,000 29,881 1,563 133,565 
1944 > 2 6 ee we + «| 525945 176,059 61,867 59,522 79,842 | 201,231 6,500 436.735 | 
1945 > 6 ww ew ee + | 525945 | 206,293 | 157,695 93,085 | 330,686 | 581,466 7,281 847,985 | 


1996 » » . . . « « + «| 52,945 | 278,569 | 239,009 | 145,754 | 343,012 | 727,775 7.348 | 1,066,637 | 
1947» » « . . es « «| 525947 | 428,851 | 279,327 | 175,238 | 365,891 | 820,756 6,617 | 1,309,171 
Seay Weceiiber. 2 1 wt 52,948 428,674 314.519 195,996 474,689 985,204 6.861 1,473,687 | 
We Gee. & ah Sree 52,947 428,662 396,501 238,873 473.445 |1,108,819 6,916 1,597,344 

















(a) Cassa Depositi e Prestiti (Government Institution administering the postal deposits), Banking Institutes and others. 
Source: Bollettino Mensile of the Central Institute of Statistics, Rome, 1947 and 1948. 


RESERVES AND PRINCIPAL ITEMS OF THE BANK OF ITALY 
(in milliards of lire) 




















































Advan- Extraor- Operations 
: Interest- Be ium. 
mr!) ces Trea- _ | dinary | Debts | Current bearing | Trea- _ mace Ce 
Re- | Bill dis-| made Securi- | advan- — ing the period 
End of period against | sury ces to at account Posse’ sae! 
serves | counted] securi- ; ties the : ; ym S| current} :. | Advan- 
ties and|_ bills Trea- | sight | deposits y account 
banks counts ces 
1938 
1943 2.2 5-5 7.2 8 0.9 79 7.9 17.4 18.5 | 47-3(a)| 20.9 | 603 
1944 0.5 3.8 4.1 30 0.9 202.7 14.2 24.6 81.9 | 98.4 (a)} 12.6 39:3 
1945 0.5 9.8 5-4 68 0.9 342.7 13.4 46.9 120.2 | 20.5 25-4 105-7 
1946 0.5 44 13.1 68 37.8 342-7 | 15.1 59.1 1or.2 | 10.1 97 | 2646 
1947 January 0.5 44-9 10.3 68 37-6 342.7 | 15.1 54-6 94-4 | 32.0 10.9 28.3 | 
» July 0.5 80.5 21.9 78 37-5 342-7 | 19.1 43-4 69.6 | 6.4 34-5 62.5 | 
» ‘Cetin 0.5 | 109.2 27.8 75 37-5 | 342.7] 16.3 38.3 68.6 | 23.8 30.2 63.8 
» November 0.5 116.2 27-9 81 37-5 342-7 15-5 32.6 75-3 | 37-5 50.3 62.9 | 
» December | 95 | 137-2 | 34-3 83 375 | 342-7] 16.2 | 525 86.5 | 0-4 61.6 | 80.7} 
1948 January 0.5 | 131-7 30-9 go 37-4 342-7 17.8 55-9 100.7 | 19.1 29.1 527 
» February 0.5 119.8 30.3 93 37-4 342-7 16.8 50.4 108.9 | 18.8 20.9 60,8 
» March 0.5 116.8 28.5 _ 37-7 342-7 16.3 55-7 112.7 | 44.1 44-3 67-4 






(a) Treasury debt. 
Sources: Bollettino Mensile of the Central Institute of Statistics, Rome, 1947 and 1948. 
(*) See Explanatory Notes in the Statistical Appendix of this Review, No. 3, October 1947, p. 197. 
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UNEMPLOYMENT IN ITALY IN 






































nee 1939 AND 1947 Table E 
(Distribution of persons registered in Employment Offices classified by Branches of Economic Activity) 
= = = | rs —s > = — ——$==— — — ——_—_— — ‘cee: wees — — = 
| | Industries | 
| | per Me ee poet he, _ Credit, | 
| | |e | insu- 
| | Metal | | an | rance, | Seamen | 
Agricul etal- ‘ — ae ‘ Em- | Gr 
Period j . | lurgical Housing | Textile =. ; | Total com <>? rand 
| ture and ang | | Smet, mercial, | ployees | Total 
and paper, of : | sundry 
’ road cloth- | prjntin reacccuaaeall | : 
engineer-} : P’ 8> | Industry : 
| . building ing water, cations, | 
o gas, etc. 
| electrical, } 
| ete. 
| | | | 
| December 1939 . | 149,778] 63,054) 219,712 60,398) 115,335} 459,038) 97,050 < — | 705,866 | 
December 1947 . 354,608) 793,759) 398,919) 133,859) 182,727) 907,264| 86,182) set,908 282,856 1,752,818 
! | 





Source: Congiuntura Economica, Bulletin of informations of the Institute of Economic Studies (Istituto di Studi Economici - 
1.S.E.), 1948, April 20, n. 25, p. 8. 












































































































































1947 and 





1947 


1948 





January 58.— (a) 51.75 

Pebruary .. . .. = 48.67 (a) 
ee ~— 58.01 (a) 
April <7 a 47-86 (a) 
May ‘ | = 46.94 (a) 
June | _ 47-— (a) 
July -| — 55-— (a) 
August : -- 42.— (a) 
September 7 —_ 54-— (a) 
October . ‘ — 54 — (a) 
November : saa 50.— (a) 
December ‘ a 47-— (a) 


January _ 48.— (a) 
February . Le 51.— (a) 
March . — 54-— (a) 
April — 50.— (a) 


1948. 











37-80 (a) 
35-43 (a) 
49-75 

61.59 (a) 
72.— (a) 
70.— (a) 
73-— (a) 
75-— (a) 
79-— (a) 
74-— (a) 
69.— (a) 
65.— (a) 





61.— (a) 


74-— (a) 
73-— (a) 


| 
| 
| 
64.— (a) 












36.62 (a) 
34-03 (a) 
34-87 (a) 
36.10 (a) 
42.66 (a) 
50.— (a) 
56.— (a) 
60.— (a) 
60.— (a) 
59.— (a) 
55-— (a) 
53-— (a) 


50.— (a) 
49-— (a) 
51.— (a) 
52.— (a) 


80.32 
72.15 
go.81 
103.43 
121.95 
120.23 
127.71 
115.16 
103.83 
103.70 
97-53 
101.92 


102,60 (a) 


100,75 
102.74 
105.60 


35-88 
32.15 
46.75 
51.41 
64.54 
72.62 
71.92 
68.19 
64.46 
69.35 
63-45 
57-01 (a) 





(a) Provisional indices calculated by the General Confederation of the Italian Industry, Rome, on the basis of partial data. 


Source: Notiziario of the General Confederation of the Italian Industry (Confederazione Generale dell’Industria Italiana), 


INDEX NUMBERS OF ITALIAN INDUSTRIAL PRODUCTION Table F 
(monthly average 1939 = 100) 
, -— § ee” ‘ Industries a tae 7 
an i - - Buildi Electri General | 
P — P . uildin ectric , 
Tetxile Mining Metallurgical bess = power Chemical Index | 
1946 
January 29.03 47-19 21.15 33-57 81.62 8.08 25.01 
July 64.— (a) 54-22 47-93 64-26 (a) 99-93 36.40 (a) 55-53 (2) 
December 60 — (a) 56.49 39-95 (a) 47-77 (a) 99-88 45-74 48.— (a) 





43-— (a) 
42.— (a) 
47-— @) 
52.— (a) 
61.— (a) 
68.— (a) 
71.— (a) 
71.— (a) 
73-—(@ | 
72. — (a) 
68.—(a) | 
64.— (a) 


61.— (a) 
62.— (a) | 
66.— (a) 
66.— (a) 
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Table G 
DISTRIBUTION OF ITALY FOREIGN TRADE - COMMODITY CLASSIFICATION - JANUARY-DECEMBER 1947 





Metallic 


. — Stones Chemical 
Animals, | Oil seeds Textile — f earths and and 
Foodstuffs | and fruits; crude “ ar non-metal-| Woods | medicinal | er 
on allt ae materials cal ind = lic ores, and ailied products, commo- 
and their | ¢j , | -Seramaics roducts resins, dities 
Tobacco |fats; waxes ae prov cing and glass P dye-stuffs, 
P vehicles, products tans 


etc. 


General 
Total 


a canta 
Italy Imports 


| Weight (a) . - - 2,520 118 383 924 3,843 371 
| Value (b). - - + | 122,554 13,035 78,013 | 43,877 43,645 39,367 


Italy Exports 
Weight (a) .- - 938 5 95 | 327 75 104 
Value yb). - + - 37,048 1,591 86,123 | 45,162 7,023 17,398 


(a) thousands of metric tons; (b) millions of lire. 
Source: Statistica del Commercio con l’estero of the Central Institute of Statistics, December 1947, n. 12, a %. 


IMPORTS AND EXPORTS BY¥ LEADING COUNTRIES 
from 1st January to 31st December 1947 


ow a Materials exclusive of foods and their 
products; auxiliary materials 
(coal, crude oil, etc.) 


Total value 
(million lire) 


; for their production; livestock 
Countries 


Weight (m. tons) | Value (million lire)} Weight (m. tons) | Value (million lire) 


Imports | Exports | Imports | Exports} Imports | Exports} Imports | Exports | Imports | Exports 


603) 37,715 155.7| 1,388.1 170,855] 50,629) 4,607.2] 2,060.4) 4,762.9) 3,448.5 
6,831} 63,108 794.7| 2,084.1 561,601} 59,954) 12,470.9| 4,339.2) 13,265.6 
45,467] 71,021) 5,481.8) 3,671.4) 146,729) 44,458) 3,759.6) 3,421.6] 9,241.4 
55,058 8,571] £,932.4 330.1 1,938] 13,285 320.7} 6,089.0) 6,253.1 
3,313} 14,784 547-1] 1,581.0] 171,346) 22,144) 3,947.7) 3,626.4) 4,494.8 
— 11,538 _ 474.7 686,390} 18,054) 5,088.5) 1,594.0] 5,088.5 
1,997 1,363 412.2 113.2} 404,634 8,797] 5,524.1] 4,500.2) 5,936.3 
26,409] 127,490] 2,923.6) 1,197,5 9,573 7,549 683,8} 3,090.0) 3,607.4 
38,273] 32,346) 3,574.2 557-7 31,010) 21,517) 2,140.2) 7,412.1) 5,714.4 

329 1,267 48.2 55.7 331,000} 25,631) 1,836.8) ~- 463.1) 1,885.0 
6,553] 243,163 599.7] 9,310.4 120,855} 65,402) 8,269.8) 9,386.1) 8,860.5 
5,430 I 1,553.7 I.r 20,259 7,031 1,986.0 884.4] 3,539.7 
4,872] 38,997 595.3] 1,962.7} 124,717] 34,247] 7,692.4] 10,903.7| 8,287.7 
19,219] 164,822) 3,493.3] 7,970.4 74,485) 201,281) 11,341.6) 14,953.9| 14,834.9 
109,439 15] 4,166.7 4.7 36,992} 15,295} 1,806.0) 7,398.4) 5,972.7 
1,648 22 460. 3 4.9 550 2,025 147.9 806.9 608.2 

834 547 105.3 53.7 67,328] 18,245) 5,395.3} 5,495.7] 5,500.6 

667 310 160.1 28.8 12,679 3,028 889.8 905.1} 1,049.9 
8,917 20 530.9) 10.4] 1,078,006 1,815} 6,781.3) 2,027.4] 7,312.2 
1,975 89 128.5 25.5 10,574) 4,971) 1,155.3 914.9} 1,283.8 

284 8,829 40.1 635.3 55,185| 20,630 482.0} 4,688.3 §22.1 
7,291 329 980.2 52.2 1,390 6,292 373-4) 3,214.1 1,353.6 

14 448 I. 94.6 4,353 1,431 766.3) 1,105.9 767.4 
1,057 3,196 26.7 279.8 51,958] 24,616) 11,453.1| 8,643.4] 11,479.8 
1,735 218 184.5 41.6 126,543 6,565| 11,786.2| 3,566.2] 11,970.7 
308,861 1,918] 15,658.7 328.8 23,918) 62,501) 5,401.0) 16,652.4| 21,059.7 
21,593 4,013} 3,180.0) 1,034.3 51,231] 23,207) 7,872.6) 4,033.4] 11,052.6 

-| 170,853 6,686} 8,492.1 264.8 7,117 5,622 629.9 488.6) 9,122.0 
-|1,575,881| 32,130] 58,421.6; 4,446.5) 9,532,403! 97,659|118,700.5| 8,435.1/177,122.1 
: 9 5,306 1.5 85.3 4,666] 10,505) 1,324.1] 1,647.9] 1,325.6 

1,348 726 215.3 231.1 140,244 4,826 799.8| 1,371.6) 1,015.1 

15 219 5.0 49.6 99,892 3,002] 13,234.9} 2,108.4) 13,239.9 
85,243 _ 3,394.1 _ 167,207 _ 3,014.2 : 5,609.1 
90,886 93,922) 9,304.1) 2,254.6] 1,559,633] 79,879] 21,361.0| 18,824.7| 30,665.1 


Total |2,602,904 974,129] 131,559.7 40,624.6/15,887,261| 972,093/282,244.7 364,824. 71413,80404 205,677.1 


Source: Statistica del Commercio con I’estero of the Central Institute of Statistics, December 1947, n. 12, pp. 105-106, 
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